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PFM Steering Committee and Technical Working Group Meeting

2019 Annual Progress Report of Implementing

Public Financial Management Reform Program-Stage 3
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Introduction — Background and Objective

¢ Circular N 09 of Royal Government of Cambodia dated 28 December 2015
on measures and procedures in preparing, implementing, monitoring and

evaluation on PFMRP.

“ Comprehensively monitor the progress of PFMRP implementation in 2019
through promoting participation in providing the inputs from relevant parties
iIncluding the entities under Ministry of Economy and Finance (MEF), Line
Ministries (LMs), and Development Partners (DPs). This is the joint report

of all relevant parties in PFMRP.



[Introduction — Report Preparation Method }

Concept Note Field Visit Report Preparation Meeting to review draft report

* 11 entities under MEF

+ 11LMs DPs participated in report preparation: Meeting with entities under MEF and LMs

3 Capital-Provincial Administrations *  FMIS implementation
+ BSP & PB Coherence



{ Progress of Executive Orders J

There are 20 points, of which 6 points have been achieved as the followings:

Revenue Mobilization Strategy 2019-2023 and its detailed action plan

Public Investment Management Reform Strategy 2019-2025 and its detailed action plan

Budget System Reform Strategy for Sub National Administration 2019-2025 and its detailed action plan

Public Procurement System Reform Strategy 2019-2025 and its detailed action plan

Strategic Plan for Business Process Streamlining 2020-2025

Sub-decree on Public Investment Project Management



[ Progress of Executive Orders (cont...) J

The draft law is continued to be further revised till the 4t quarter

Draft Law on Non Tax Revenue 4th Quarter
GDSPNR, LCs 2020 and will be passed to the Council of Ministers by 4t quarter

Management 2022

2021, planning for endorsement by 4 quarter 2022.

The draft law was discussed in meeting between MEF and Supreme
Draft Law on State Property Management 4th Quarter _ _ _ _

GDSPNR Advisory Council on 16 June 2020 and in plenary meeting of The

and Utilization 2020 .

Council of Ministers on this draft law on 03 July 2020.

The draft law was discussed in the meeting between MEF and
Draft Law on Commercial Gambling _ _

GDFI - Supreme Advisory Council on 16 June 2020 in plenary meeting of

Management

The Council of Ministers on this draft law is on 03 July 2020.

Progress as of 26 June 2020: Deputy Prime Minister approved to

put the draft law in MEF internal meeting (but there is no setting date
Draft Law on Public-Private Partnership Central PPP 4th Quarter | yet) and assigned the Legal Council to initially review before the
Mechanism Unit 2019 MEF internal meeting. The Central PPP Unit has revised the draft

law following the comments of Legal Council and prepared to

request the DPM for the date of MEF internal meeting.



Progress of Executive Orders (cont...)

Cambodian Public Accounting Reform 4™ Quarter | The draft has been discussed in the consultation meeting with relevant entities in

Strategy 2019-2031 NAC 2019 January and second time in June 2020. It is expected to be completed in 2020.

+ Field visited to get further inputs from all entities under MEF, LMs,
Capital/Provincial Departments of Economy and Finance, Capital/Provincial

Strategic Capacity Development Plan 1th Quarter Treasury, and Line Departments.

EFI » The draft has been discussed in the consultation workshop on 27 December

in PFMRP Framework Stage 4 2021 2019 with the participation of all entities under MEF, Line Ministries,

Capital/Provincial Departments of Economy and Finance, and Capital/Provincial

Treasuries.

» The meeting has been organized 3 times for distinguishing the duties and
Framework and Rule of Inspection responsibilities of Inspection and internal audit at LMs.

Gl and GDIA - » The draft sub-decree on Functions, Tasks and Procedure of implementing

and Internal Audit System Inspection and Internal Audit have been developed and discussed in the meeting
of Inter-ministerial working group.

» GDT: documentations of enterprises which are in tax debt were prepared while
p prep
the tax debt classifications “Tax debt can be collected” and “Tax debt cannot be
Manage and classify the tax and non- 4 Quart collected” are prepared for incorporating into Tax Debt Collection and
. uarter Management System. The working mechanism and Tax Debt Collection and
tax debt data in order to strengthen GDT, GDSPNR 2019 Management System for GDT have been developed and implemented.
i . : The draft Prakas on rule and procedure in monitoring, strict collecting
the efficiency of tax debt management GDSPNR: The draft Prak le and dure | ltori frict collect!
and clearance of non tax debt has been developed. Preparation of Non tax debt
classification table will be completed by 4t quarter 2020.




Progress of Executive Orders (cont...)

ojo
° B 2 Urde i Prodre
oQuarter The preliminary draft was discussed in the Technical Group meeting on May 7 and 11,
9 Public Financial Management Manual (PFMM) GSC 2020, under the chairmanship of the head of the Working Group to review and provide
2020 additional inputs.
= The working group has been established
. . ) = The concept note on PEFA at National Level has been completed and sent to PEFA
Assessing 2020 Public Expenditure and 2"dQuarter P P
10 GSC secretariat
Financial A ntability (PEFA) at National Level 202
ancial Accountability ( ) at National Leve 020 = The data collection has been completed
= GSC plans to organize a consultation workshop in 3 quarter 2020
_ _ 1t Quarter
11 Assessing 2020 PEFA at Subnational Level GSC 2020 Working group is verifying the quality of draft report.
Comprehensive PFMRP Fund for supporting the
_ _ _ 41Quarter
12 successful and sustainable implementation of GSC 2020 GSC is studying, and it is expected to be completed by 4th quarter 2020.
PFMRP
The draft report of CAP3 review has been completed. Conceptual framework of CAP4
CAP3 Review and Conceptual framework of P P P
13 GSC 2020 has been being developed. The CAP4 framework is expected to be finished by 4t
CAP4
2020.
_ _ 4rQuarter
Review and amend leasing agreement and » The measures are included in GDAP3 2020 of GDSPNR and the RMS Action
14 GDSPNR 2020

economic land concession

Plan 2019-2023.



Part 1: Further Strengthened budget credibility — 6 key performance indicators }

** Revenue mobilization at national level
Tax revenue
v GDCE: 141.8%
v GDT: 117.6%
Non tax revenue
v GDSNR: 120.2%
v GDFI: 152.1%
% Revenue mobilization at sub-national
level (capital/provincial administration)
v Tax revenue: 156.4%

v Non tax revenue: 119.8%




[ Part 1: Further Strengthened budget credibility — Budget Execution ]

U0 L

Source: GDNT



Part 2: Further Strengthened Financial Accountability — Progress }

KPIs

Progress

1. Cambodian public accounting standard

cash basis determined

Final draft of Cambodian Public Accounting Reform Strategy 2019-2031 has passed the
consultation meeting with relevant entities. (expected to be completed by 2020).

Prakas N549 MEF.PrK dated 06 June 2019 on implementing Cambodian Cash Basis

Accounting Standard has been implemented.

2. Appendix tables on revenue-expenditure

for 2018 budget settlement law produced

by piloting from FMIS system

Appendix tables for the budget settlement law was already prepared and in the pilot process of

producing from FMIS system.

3. FMIS Components incorporated into the

system

7 budget classifications (economic, program, administrative, source of budget, geographic,
functional, and project classification) were operationalized in FMIS, but quality of data on
Geographic and Functional classifications needs to be further improved.

6 core modules of FMIS were operationalized.

Completed the procurement process and selected the company for supply on 2 additional

modules on budget preparation and procurement & contract management.

—
—




[ Part 2: Further Strengthened Financial Accountability — Progress (Cont.) 1

KPIs

Progress

4. FMIS phase 2 implemented

as planned

FMIS system has been officially operationalized as the followings:

« 2018: 10 LMs

« 2019: 10 LMs and 25 Capital/Provincial Departments of Economy and Finance
« 2020: additional 17 LMs (totally 37 LMs).

Daft 2017 IPSAS cash basis report was prepared based on data generated from FMIS system.

Strategic plan for Business Process Streamlining 2020-2025 was approved.

5. Budget transparency

gradually enhanced

Documents relevant to budget were published on the website and public forums on macroeconomic
framework and annual budget have been organized. (Note: open budget scoring in 2017 = 20 and
2019 = 32).

—




[ Part 3: Budget-Policy Linkages — Progress }

KPlIs

Progress

1. Program budgeting and
budget entities
implemented in all LMs
and sub-national

administrations

912 budget entities, of which 664 are delegating authorities and 248 are normal budget entities.
« 308 budget entities at central level, of which 60 are delegating authorities and 248 are normal.

« 604 budget entities at local level, and all are delegating authorities

AN N RN

In 2017, 6 provincial administrations

In 2018, 6 additional provincial administrations
In 2019, 6 additional provincial administrations
In 2020, 6 additional provincial administrations

In 2021, Phnom Penh capital administration

Quarterly, semi-annual and annual financial reports of LMs were prepared, but only semi-annual and

annual performance reports of 15 LMs were submitted to GDB/MEF.




[ Part 3: Budget-Policy Linkages — Progress (Cont.) }

KPIs Progress

2. Medium Term Fiscal Framework (MTFF) v MTFF 2021-2023 was submitted to MEF management. (Delay due to Covid-19)

3. Medium Term Budget Framework (MTBF) v" Concept note on MTBF was developed.
v MTBF 2020-2022 was piloted in national administrations, specifying annual budget

ceiling.
4. BSP is prepared implemented with quality, v Public Investment Management System Reform Strategy 2019-2025 was adopted.
efficiency and effectiveness v" Sub-decree on Public Investment Project Management has been endorsed.

v Circular on BSP preparation set the ceiling for expenditure by sectors.
v' BSP structure preparation was improved

14



[ Part 4: Readiness for Next Platform — Progress }

KPlIs Progress
1. Accountable framework of v Action plan for implementing BSRS 2018-2025 was developed and implemented.
performance-informed budgeting v' Performance agreement format has been initially prepared (pending discussion at
prepared and operationalized departmental level).
v" The 2008 budget system law was reviewed (14 points need to be revised for formulating new law)
v" Sub-decree N 81 and 82 were reviewed (Working group was established and report was
produced)
v" Guiding principle for preparing performance budgeting was endorsed
v" Guiding principle for implementing performance budgeting was studied
2. Full auditing framework v" Guiding principle for IT audit was developed and implemented
(performance, IT, compliance, and v" Guiding principle for performance audit was drafted
finance) prepared and implemented
3. Financial inspection framework v" Preliminary draft on Financial Inspection Strategy 2021-2025 was developed
prepared and implemented v' Draft Financial Inspection Standard was developed
v

The Financial Inspection manual has been prepared and approved

15




[ Part 5 “Supporting the Successful and Sustainable PFMRP Implementation — Progress }

KPIs Progress
1. Technical capacity in public v 1059 government officials in MEF and LMs were trained on technical skills of public Financial
finances built Management.

v' Evaluation report on implementing Strategic Capacity Development Plan in PFMRP Framework

Stage 3 was prepared.

v" 30 budget analysts, Trainers and relevant officials of MEF were trained on budget analysis

2. Incentive scheme for PFM v PFMRP fund of 5,016 million riels was provided to PFM working group in LMs (347 officials)
working group implemented v" GSC has been preparing comprehensive PFMRP Fund for completion in the fourth quarter of

2020.

[MEN



[ Progress by Entities under MEF in 4th Quarter 2019 }




[ Progress by Entities under MEF in 2019 1

Budget Execution and Performance

*Million Riel



Progress of MAP3 Implementation

* Progress Report of LMs is divided into 5 institutions such as:
1. Economic Service Institutions (11 LMSs)
2. Financial, Foreign Affairs, and General Service Institutions (8 LMS)
3. National Defense, Security And Public Order Service Institutions (5 LMs)
4. Social Affairs Service Institutions (6 LMs)
5. Supreme and Independent Institutions (11 LMs)

» The Progress of each LM as percentage (%) cannot be used to compare among LMs due to the

quality of MAP.



Progress of MAP3 Implementation (Con...)

LMs collected non-tax revenue used Non-Tax Revenue Management Information System (NRMIS) (except non-tax
revenue collected from economic concessional land leasing and mining concessions).

Performance reports were gradually developed at LMs

There were committee and working group for BSP and PB preparation

Procurement plan and advance petty cash plan of LMs were attached with 2020 budget proposal

Education Financial Management System (EFMS) was implemented by budget entities at central level and 25
Capital/Provincial Departments of Education, Youth and Sport

User manual on procedures for implementing EFMS was developed

Guideline on Financial Management for Budget Preparation, Budget Execution, and Financial report was prepared (MOEYS)
M&E framework document was updated, adopted and implemented along the Educational Strategy Plan 2019-2023
2019 Annual Procurement Plan, Notification and Contract awards are published (GSSC)

Guideline on Financial Audits was updated (NAA)

Manual on compliance audit for Municipality-District-Khan Administration was developed (NAA)

4 operational/performance reports were submitted to Legislative Body (NAA)



[ Progress by LMs in 4t Quarter 2019 J
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*Million Riel

[ Progress by LMs in 2019 J

Budget Execution and Performance



Challenges and Solutions

Part 1 “Further Strengthened Budget Credibility”

Challenges

Solutions

Responsible
Entities

Time-
frame

. NRMIS is not fully implemented yet for some types
of non-tax revenue including economic concessional
land leasing in charged by Ministry of Agriculture,
Forestry and Fisheries, and mining concessions

in charged by Ministry of Mines and Energy.

GDSPNR cooperates with Ministry of Agriculture,
Forestry and Fishery and Ministry of Mine and
Energy to complete the recording of revenue from
economic concessional land leasing and mining

concessions in NRMIS by 3rd quarter 2020.

GDSPNR, Ministry of
Agriculture, Forestry
and Fishery and
Ministry of Mine and
Energy

3rd quarter
2020

2. The ownership titles of state property are not

yet fully completed especially at subnational

administration.

« GDSPNR cooperates with Ministry of Land
Management, Urban Planning and Construction to
develop a clear plan for preparing ownership
titles of state property by setting annual target
and begin in 2021 onward.

« GDSPNR cooperates with GDB to raise an
action plan for preparing the ownership titles

during the preparation for budget negotiation.

GDSPNR, GDB,
Ministry of Land
Management, Urban
Planning and

Construction

2021



Challenges and Solutions (con...)

Part 2 “Further Strengthened Financial Accountability”

Challenges Solutions Rezm)iri:isble ;I;,:::

3. The FMIS system has not yet been able to The FMWG has already prepared a new report

produce the report as needed by the template, and it is in a process of testing,

Capital/Provincial Departments of Economy and ' expecting to be completed by the end of 2nd

Finance. The revenue-expenditure report format | quarter 2020. FMWG 2020

generated from FMIS system differs from the

format required by GDB for quarterly, semi-

annual and annual report preparation.
4. All 7 budget classifications have been | Strengthening these two budget classifications

implemented in FMIS system, but the quality of | (geographical and functional classifications) has

data on geographical and functional | been incorporated in executive order of PFMRC DB and 2020

classifications has not met using requirement. for quarterly and annual monitoring under FMWG

PFMRP mechanism




Challenges and Solutions (con...)

Part 2 “Further Strengthened Financial Accountability” (con...)

Responsible Time-

Challenges Solutions Entities frame

5. Interface of IT system « GSC coordinates with Ministry of Civil Service in 3+1 reform
framework to check the source and volume of budget for | GSC, FMWG,

* FMIS and Payroll System of Ministry interface of FMIS and Payroll system of Ministry of Civil Service. =~ Ministry of

of Civil Service FMWG coordinates with Ministry of Civil Service to further =~ Vil Service,
interf the t { and Ministry 2020
« FMIS and EFMS of Ministry of intertace the o systems. | of Education,
_ « FMWG coordinates with Ministry of Education, Youth and Sport Youth and
Education, Youth and Sport to study the EFMS. This action has to be incorporated in GDAP Sport.
of FMWG

6. Budget expenditures are accumulated | FMWG selects 5 LMs, who have operated FMIS for many years, in
in 4t quarter of each year due to some | 2020 to streamline Business Process for the low risk expenditure.
factors such as : (1) ability of budget FMWG 2020
entities, (2) budget entities established
but authority is not delegated as legal

effect, (3) the budget execution | GDB reviews LMs, who operated program budgeting and budget
procedure , (4) public investment project | entities for many years, to push for authority delegation

is commenced to implement in end of GDB 2021
2nd quarter or early 3" quarter.




L Challenges and Solutions (con...) }

Part 3 “Budget-Policy Linkages”

Challenges Solutions Responsible | Time-

Entities frame
7. The budget-policy linkage is limited due to
some factors such as: (1) LMs at same
sector are difficult to make interlinkage
policy and to set indicators and targets | Preliminary step, GSC organizes the experience sharing
especially in coordination, (2) the | workshop of the 10 LMs starting implementation of the full GSC 2021

integration of recurrent and capital | pilot program since 2015.
expenditure, and (3) the setting of policy

objectives, institutional and program

structure and KPlIs.




L Challenges and Solutions (con...) }

Negative impact of slower implementation including part 4 “Readiness for stage 4”

) Responsible Time-
Challenges Solutions Entities TN
8. Preparation and endorsement of legal documents have taken
longer time than expectation that can affect reform actions and the
cooperation with DPs as well. The legal documents include:
« Public Financial System Law (new preparation)
The relevant entities have to GDB
 Draft law on Non Tax Revenue Management, draft law on DSPI\]R
continue paying attention to avoid G ’
Commercial Gambling Management, drat law on Public-Private _ GDFl, Central -
affecting the effectiveness of the PPP Unit,
Partnership Mechanism, and draft law on State Property FMWG

Management and Utilization.
Developing two modules (Budget Preparation and Procurement

& Contract Management) are slower than schedule that can

affect to the pilot time and the EU result framework as well.

reform.




[ Challenges and Solutions (con...) }

Part 5 “Supporting the Implementation of Successful and Sustainable PFMRP”

Challenges Solutions Re;ﬁ:::::isble ;I;i;nr:e-
- Rationalize and prioritize the
training program
9. Strategic Plan on Capacity Building and Development in PFMRP | - Develop training program with
stage 4 should reflect the needs of strategies under PFMRP, | certification
priority courses, management mechanism and training quality. - Analyze the needs and support of EFI 2020

This task requires the collaboration of relevant entities under
MEF, LMs and DPs.

capacity building in order to push
implementation of new strategies
under PFMRP

- Organize online training




Challenges and Solutions (con...)

Cross-cutting of reform programs

i Responsible Time-
Challenges Solutions Entities frame
: : : GSC, PAR,
10. While the reform is getting deeper, 3+1 reform program NCDD, and
play a very important role to push the interlinkage tasks, but Formulate the vision and strategy of 3 + 1 reform | Committee for 2020
there is no common approach for 3+1 reforms agenda programs (10 years). I?J%Eclllic?gld
(e.g. non tax revenue management, bonus dividing, Reform
Functional delegation from national to subnational, : : : :
Organize online workshop on circular on recording
revenue management at one window service, : .
procedure and accounting of revenue from service
institutional and program structure linkage, functional : : . : : GSC 2020
delivery at capital/provincial one window service and
analysis at LMs, and so on). at capital/provincial line departments in July 2020.
Develop framework on internal audit and inspection
. . . . system reform
11. Duplicated functions and duties between the internal
prepare a sub-decree to facilitate the division of duties | Gl and GDIA -

audit and the inspection.

and to reduce duplicated inspections, and to separate

the functions between internal audit and inspectors.




[ Challenges and Solutions (con...) 1

Strengthen coordination between GSC Entities under MEF, and LMs

Challenges Solutions Re;;:grizlsble ;I;.ian:;
12. Quality of planning and setting, key performance indicators, target of
objectives of the ministry (e.g. Increasing number of delegating authority
budget entities, strengthening the quality of BSP, assessing budget entities
qualification to support and complement the shortcomings) are still limited and
Define KPIs of CAP3 and CAP4 GSC 2020

are not in line with the CAP3 framework and could adversely affect the

implementation of PRMFP stage 3 and the readiness for the next stage. This is

due to the fact that the coordination of all relevant LMs is limited and does not
lead to identify in KPIs.




[ Conclusions ]

Budget credibility has been essentially achieved, but there is a need to strengthen efficiency of expenditure

and revenue management especially non-tax revenue.

Accountable system has been developing through implementing FMIS phase 1 and phase 2, but FMIS

elements need to be further strengthened.

Strengthening and expanding PB implementation is a basis to prepare and determine the change of budget

system. PB is a tool for budget-policy linkages.

Pushing the formulation of guiding principles concerning to performance budgeting and Law on Public
Financial System (new) and revision of relevant legal documents will lead to implement the performance
budgeting with full, clear, and comprehensive regulations.

Human resource has been being developed through implementing Strategic Capacity Development Plan in
PFMRP Framework. However, it needs further improvement especially support to new strategies under
PFMRP. Incentive scheme will become a tool to push the institutionalization along the direction of PFMRP.




[ Conclusions (Con...)}

Strategic direction of Public Financial Management Reform program

Budget System Reform Strategy 2018-2025

Revenue Mobilization Strategy 2019-2023

< w Budget System Reform Strategy for Sub-National Administration 2019-2025

Public Procurement System Reform Strategy 2019-2025

Public Investment Management System Reform Strategy 2019-2025




[ Conclusions (Con...)}

Strategic direction of Public Financial Management Reform program (Con...)

Public Debt Management Strategy 2019-2023

Strategic plan for Business Process Streamiining 2020-2025

<w FMIS Blueprint 2 (2016-2020)

’_/

> Strategic Capacity Development Plan in PFMRP Framework

PFMRP Fund Stage 1




Public Financial Management Reform Program

“The target of Budget System Reform Strategy 2018-2025”

IS the milestone of Cambodian Public Fiancial Management System along

International best practice.

Thanks You !
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Foreword

Public Financial Management Reform Program (PFMRP) is one of the key reform agendas of the Royal
Government of Cambodia (RGC) toward strengthening good governance, which is the core of Rectangular
Strategy. With ambitious and realistic vision, it aims at building Cambodian PFM system along the
international best practice through gradual change from “an input based and centralized budget system
towards a performance based and decentralized budget system”. Furthermore, a sound PFM system will
lead to achieve three outcomes of PFMRP including (1) integrity of budget discipline, (2) efficiency of
budget in both allocation and operation, and (3) effectiveness of public service delivery.

The RGC in 6" legislature, under wise leadership of Samdech Akka Moha Sena Padey Techo Hun Sen,
Prime Minister of the Kingdom of Cambodia, prioritized and considered a sound PFM system as a backbone
for successful and sustainable implementation of the RGC’s policy agenda. In this spirit, PFMRP is
important to promote prosperous, dynamic and inclusive development. Development Partners (DPs)
including International Monetary Fund (IMF), World Bank (WB), Asian Development Bank (ADB) highly
evaluated reform commitment of the RGC.

Based on 2019 annual report of implementing PFMRP stage 3, the progress has been reflected as the
following:

1. Rigorous implementing Revenue Mobilization Strategy 2014-2018 has made steady growth in
revenue with an average of 1.43 percentage point of GDP per annum. In 2019, the growth reached
3.18 percentage point of GDP. This achievement has been appreciated by head of government
and the DPs. In this sense, the RGC can allocate more funds to priority sectors as well as
domestic investment especially infrastructure development. This contributes to financial
independence of the RGC.

2. FMIS system has been using to manage and record operations concerning commitments, some
parts of procurement (goods-service list and delivery), expenditure, revenue, budget movement,
accounting and other financial operations at nine main entities under MEF, twenty financial
bodies of LMs, twelve budget entities with full delegating authority at central level, twenty-five
capital/provincial departments of economy and finance, twenty-five capital/provincial treasuries
with amount of 1300 users and expected to increase by 1700 in 2020. Additionally, it has been
interfaced with other 8 systems.

3. Program Budgeting has been implemented in all LMs and eighteen capital/provincial
administrations while all twenty-fives will be in the implementation by 2021. Moreover, MEF
has developed and revised Medium-Term Fiscal Framework (MTFF) and Medium-Term Budget
Framework (MTBF) in order to strengthen the budget-policy linkages.

4. The RGC further focuses on the priority objectives of PFMRP. After launching «Budget System
Reform Strategy 2018-2025» with its detail action plan, the core of PFMRP, the RGC has
launched «Revenue Mobilization Strategy 2019-2023», «Public Investment Management
System Reform Strategy 2019-2025», «Budget System Reform Strategy for Sub-National
Administration 2019-2025», «Public Procurement System Reform Strategy 2019-2025»
whereas their detail action plans have been developed and endorsed by 1st quarter of 2020. Each
strategy, setting clear objectives and targets, will direct reform actions in the forthcoming
medium term. In addition, by directly developing above strategies, general departments in
charged will ensure the reform ownership.

Based on above substantial progress, the PEMRP vision is clearer and more realistic. PFM Reform Steering
Committee can conclude that (1) budget credibility has been essentially achieved, but there is a need to
strengthen efficiency of expenditure and revenue management particularly to modernize tax and non-tax
revenue management system, (2) accountable system has been developed through implementing FMIS




phase 1 and phase 2, but FMIS elements need to be further improved, (3) strengthening and expanding PB
implementation is a basis to prepare and determine the change of budget system while strengthening
preparation and implementation of MTFF and MTBF which are important tools for budget-policy linkages
while PB is known as an essential tool for budget-policy linkages, (4) Budget System Reform Strategy and
its supporting strategies are the core elements to determine the direction of performance accountability, the
last objective of PFMRP, (5) incentive scheme will become a tool for promoting institutionalization in line
with PFMRP while the human resource development has been gradually promoting through implementing
Strategic Capacity Development Plan in framework of PFMRP stage 3.

Lastly, above progresses reflect the participation of all relevant parties including entities under MEF, LMs
and DPs. On behalf of PFM Reform Steering Committee and myself, I highly appreciate and admire entities
under MEF, working groups of LMs, and DPs especially General Secretariat of PFM Reform Steering
Committee which made the efforts in performing its duties as the excellent operational arm for Steering
Committee in leading, coordinating, supporting and monitoring and evaluation on PFMRP with quarterly
and annual reporting which reflect the reform aspects and the whole PFM system as well.

Phnom Penh, June ,2020

Dr. AUN Pornmoniroth

Deputy Prime Minister

Minister of Economy and Finance and
Chairman of PFM Reform Steering Committee



Preface

GSC, an operational arm of PFM Reform Steering Committee, prepares quarterly and annual progress
report of implementing PFMRP for the Steering Committee to review and approve in compliant with
circular No. 09 dated 28 December 2015 on measures and procedures in preparing, implementing,
monitoring and evaluation on PFMRP. The 2019 annual progress report reflects the joint preparation of
entities under MEF and LMs and the addressing challenges of implementing some legal documents.

PFMRP stage 3 has been set out by Steering Committee with three priority objectives including: (1)
Strengthening management and implementation of expenditure and revenue collection, (2) strengthening
and extending FMIS system and (3) strengthening and expanding PB.

In process of preparing 2019 annual progress report with permission of Steering Committee, GSC selects
three methodologies such as: (1) Monitoring and consolidating progress based on CAP3 framework (2019-
2020), (2) field visit at entities under MEF and LMs aimed at reviewing the priority tasks including
expenditure and revenue collection management (Tax and non-tax revenue and state property management)
FMIS implementation (Budget classifications, IPSAS standard report, FMIS and other systems interface,
change management, and information from users), BSP and PB (Coherence of BSP and PB, budget entity
criteria, and PB review) and (3) DPs’ participation (EU, ADB, WB, UNICEF, and IMF) in preparing report
on change management and business process streamlining and the coherence of BSP and PB.

The report is divided into four sections including (1) introduction reflecting economy and finance situation
and report preparation purposes and methodologies, (2) progress of implementing PFMRP by entities under
MEF and LMs and (3) challenges and suggestions focusing on key tasks for achieving in 2020 and (4)
conclusion on overall progress of PFMRP.

Based on the progress of implementing PFMRP in 2019, GSC found that the emerged progress contributes to
gradually strengthen PFM system through development and improvement of system, institutional
mechanism, and legal framework, and also development of human resource. However, I have noticed that the
efficiency of implementing system and legal document is limited, more attention and further effort are needed.

I believe that this report will become an essential input for working group of LMs and entities under MEF
for preparing and revising GDAP/MAP so that quality is on par with the CAP3 and implementation
becomes more efficient and effective.

Finally, on behalf of GSC and myself, I would like to show my deep gratitude to H.E. Dr. Aun Pornmoniroth,
Deputy Prime Minister, Minister of Economy and Finance and the chairman of PFM Reform Steering
Committee for providing valuable advice and clear direction to GSC and PFM working groups in both
preparing and implementing PFMRP, and to DPs for good cooperation in yielding successful and
sustainable reform progress.

Phnom Penh, June ,2020

ROS Seilava

Secretary General,

General Secretariat of PFM Reform Steering Committee,
Ministry of Economic and Finance
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Executive Summary

1. Welfare of PFM system is the backbone in supporting successful and sustainable policy
implementation of the RGC. Since 2005, the PFM reform program has been developing “system,
legal framework, institutional mechanism, and human resource™!, critical factors for determining
success, discipline, transparency, accountability, efficiency and effectiveness of PFM system.

2. Purpose of the 2019 annual report preparation is not only to review effectiveness of implementing
reform action plan, but also to promote participation from all relevant parties, including entities
under MEF, LMs, and DPs, in providing inputs and reflecting their comments in the report. On this basis,
the 2019 annual report prepared and consolidated by GSC is a joint report of all parties in PFMRP.

3. GDT has further modernized tax administration through developing strategic plan on information
system, establishing data center, updating and developing regulations on tax supporting tax revenue
collection management and further updating property information across Phnom Penh Capital and
at the areas subject for property tax. Meanwhile, GDCE will further modernize custom
administration. Non-tax Revenue Information System (NRMIS) has been rolled out in 14 LMs in
January 20182 and additional 9 LMs in October 2018 and planned to further expand to 18 line
departments. In way forward, E-payment phase one has been considered for facilitating non-tax
revenue transactions in Ministry of Agriculture, Forestry and Fisheries, Ministry of Land
Management, Urban Planning, and Construction, and MEF.

4. FMIS was implemented 1% phase in 2014 and 2™ phase in 2017. Core modules and budget
classifications have been gradually incorporated in FMIS in accordance with its phase of
implementation. The 6 core modules include (1) Budget Allocation (BA), (2) Account Payable
(AP), (3) Account Receivable (AR), (4) Cash Management (CM), (5) Purchasing Order (PO), and
(6) General Ledger (GL). In 2021, two additional modules (budget preparation and procurement &
contract management) will be piloted in MEF and another one LM whereas other two modules
(inventory and asset management) will be considered in next phase of FMIS. Moreover, MEF has
revised new CoA along with international standard and launched the Prakas on implementing 7
budget classifications3. FMIS plan has been implemented as the followings:

* 2018: 10 LMs have officially used FMIS system including (1) MEF, (2) Ministry of
Education, Youth, and Sport, (3) Ministry of Health, (4) Ministry of Agriculture,
Forestry and Fisheries, (5) Ministry of Labor and Vocational Training, (6) Ministry of
Women’s Affair, (7) Ministry of Environment, (8) Ministry of Civil Service, (9)
Ministry of Industry and Handicraft, and (10) Ministry of Post and Telecommunication.
Also, 12 budget entities with full delegating authority officially used FMIS system.

e 2019: Additional 10 LMs and 25 capital/provincial departments of economy and
finance have officially used FMIS system. 10 LMs include (1) Ministry of Foreign
Affair and International Cooperation, (2) Ministry of Public Works and Transport, (3)
Ministry of Rural Development, (4) Ministry of Land Management, Urban Planning
and Construction, (5) Ministry of Tourism, (6) Ministry of Commerce, (7) Ministry of
Water Resource and Meteorology, (8) Ministry of Information, (9) Sate Secretariat of
Civil Aviation and (10) Ministry of Social Affairs, Veterans and Youth Rehabilitation.

e 2020: Additional 17 LMs including (1) General Secretariat of National Assembly, (2)
General Secretariat of Senate, (3) Ministry of Royal Palace, (4) Constitutional Council
of Cambodia, (5) Council of Ministers, (6) Council for the Development of Cambodia,
(7) Ministry of Interior, (8) Ministry of National Defense, (9) Ministry of National
Assembly-Senate Relations and Inspection, (10) Ministry of Mines and Energy, (11)

! - System does not only refer to IT but also the process of LMs responding to reform contexts.
- Mechanism refers to developing mechanism for addressing challenges or for implementing in line with reform direction
- Legal framework refers to law, sub decree, Prakas, circular and so on
- Human resource refers to capacity building and development in both technical and leadership and management in PFM
2 Circular No. 003 MEF dated 22 February 2018 and notification No. 002 MEF dated 22 February 2018
37 budget classifications include including (1) economic, (2) program, (3) administrative, (4) source of budget, (5) geographic, (6) functional, and
(7) project. However, the quality of data on geographical and functional classifications has not met user requirement.




10.

11.

12.

13.

Ministry of Cult and Religion, (12) Ministry of Culture and Fine Arts, (13) Ministry of
Planning, (14) National Audit Authority, (15) Anti-Corruption Unit, (16) Ministry of
Justice, and (17) National Election Committee have implemented FMIS system.
Meanwhile, 13 budget entities with full delegating authority have officially used FMIS
system.
Beside above core and two supplementary modules, FMIS has interfaced with other systems
including (1) bank Statement of NBC, CANADIA, ACLEDA, Cambodian Public Bank, Vanttanac,
and ANZ Royal Bank, (2) EFT of NBC, (3) ASYCUDA of GDCE, (4) DMFAS of GDICDM, and
(5) NRMIS of GDSPNT.
Financial entity and all budget entities, which are full delegating authorities, are required to use
FMIS system. In 2018, FMIS has 800 users and it is expected to increase to 1350 in 2019. The
priority action plan of FMIS phase 2 in 2019 focused on (1) expanding FMIS system, (2)
developing financial report from FMIS, (3) preparing new modules, (4) further interfacing with
other systems, and (5) further improving business process.
Strategic Plan on Business Process Streamlining 2020-2025 (FMIS) was adopted in PFMRC
meeting on 16 March 2020.
FMIS Blueprint 3 (2021-2025) will be developed and endorsed for implementing in 2021 and is
expected to expand its coverage to 25 capital/provincial administrations, priority line departments,
public administrative entities, and budget entities which are full delegating authorities at both
central and local levels; to extend the two additional modules (budget preparation and procurement
& contract management) to all LMs and entities at local level; and to develop two additional
modules (inventory and state asset management).
State Asset Register Management Information System (SARMIS) was initiated since 2016 with
the attempt to efficiently control, monitor, record and manage state property at LMs utilizing
entities and holding entities.
PB has been rolled out to all LMs and capital/provincial administrations. 10 LMs implemented PB
in 2015, 15 LMs in 2016, and 11 LMs in 2017 and 3 LMs in 2018 (39 LMs). PB for
capital/provincial administrations has been rolled out from 2017 to 2021. MEF has coordinated the
training on BSP and PB preparation and implementation, public procurement and advance petty
cash procedure and so on. In the way forward, MEF will select several LMs for reviewing Key
Performance Indicators (KPIs) of their PB, BSP and budget entities to determine its strengths and
weaknesses for advocating PB strengthening and extending. Nowadays, 912 budget entities, of
which 664 are delegating authorities and 248 are normal entities. At central level, there are 308
budget entities, of which 40 are delegating authorities and 248 are normal. At local level, there are
604 budget entities, and all are delegating authorities.
BSRS 2018-2025 was endorsed on 12 January 2018 by the Council of Ministers. According to this
strategy, Cambodian budget system will be transformed into performance-informed budgeting or
performance budgeting. Its detailed action plan was prepared and implemented since mid-2019.
Despite the remarkable progress, there are the tasks to be focused in the stage 3 “Budget-policy
Linkages”, that include (1) Institutional factors: leadership, willingness, and awareness; although
participation of LMs have been gradually increased, more effort is needed to steer the momentum,
especially at senior management level, (2) while the roles of LMs are greater in PFMRP, LMs
should further promote their participation in the areas of non-tax revenue management, FMIS
implementation, BSP and PB, and legal documents concerning to the public financial sector.
At the same time, the supports of DPs in both financial and technical assistants contribute to address
the challenges in current reform as well as readiness for next stage. In this stage, DPs supporting
PFMRP are EU, the Ministry of Finance of French, SIDA, ADB, UNICEF, WB, IMF, and US
treasury.




14. In overall, the RGC achieved substantial progress for building PFM system in line with the

international best practice. However, as of 2019, the PFMRP implementation faces the following
challenges:

@)

The revenue mobilization has delivered good results, but it is not yet sustainable. Even though
the tax collection almost reached its potential, revenue structure is not robust. Moreover, non-
tax revenue collection has not yet reached its potential. In addition, the institutional aspects of
tax and non-tax revenue management mechanism has room for further improvement.

(2) FMIS is core system of financial accountability. It has been rolling out to all LMs. Expenditure-

(€))

revenues at both national and sub-national levels have been completely recorded in FMIS
system by seven budget classifications and chart of accounts. Monthly, quarterly, semi-annual
and annual financial reports and balance sheet can be produced from FMIS system. However,
it has not been able to produce comprehensive reports and to automate the budget execution.
It means that the budget execution has done through both in the system and the paperwork.
PB and budget entity implementation: MEF pays attention on improving guiding principle on
PB implementing procedure, strengthening and improving implementation of circular content,
which is aimed at BSP and PB linkages, and transforming the budget system into policy tool
for efficient and effective resource allocation and utilization. In spite of rolling out to all LMs,
the PB quality is still limited in the areas of contents, structure, and performance. Program
preparation at LMs is still in accordance with administrative structure resulting in poor linkage
of program to policy objective as well as to the achieve implementation. At the same time,
some line ministries continue to centrally manage its budget by allowing for a few budget
entities, therefore little budgets were also allocated to implementer.

(4) The procedures for budget execution have been streamlined, but it is not yet able to ensure

timeliness, compliance, and predictability. This is not work of MEF alone, but also of LMs.
Within this effort, the MEF has revised the procedures, but LMs also need to streamline their
respective internal procedures to improve effectiveness and transparency.

(5) The state property management, which is a part of public resource management, remains a

challenge. The management of state asset, both financial and non-financial assets, requires
more attention as other reform areas are well advancing.

(6) The formulation of MTFF and MTBF just recently pilots in 2019 for the FY 2020-2022, in

(7

®)

order to improve quality of the BSP.

strengthening internal control is yet ineffective. While the budget formulation is based on
program, organizational structure needs to modernize by delegating more authorities to the
implementers. In this context, managers or management are primarily accountable for
performance or results, whereas financial accountability could be enhanced through
strengthening roles of internal audit and inspection at LMs.

It is necessary to build capacity for financial management, both at national and sub-national
levels, to support and respond to the needs of PFM reform, particularly toward the
performance informed budgeting system.

15. Based on above progress, it is concluded as follows:

Budget is more credible and becomes momentum in supporting and promoting economic
growth

Main Prerequisites were built and further strengthened for ensuring financial accountability
PB framework was developed, strengthened and extended. It is an important tool for budget-
policy linkages.

Capacity of officials at LMs in managing public finance was gradually strengthened.
Awareness and participation of PEMRP is increasingly promoted.




1. Introduction

1.1. Public Financial Management Reform Program Aspect

16. PFMRP was launched under the chairman, Samdech Akka Moha Sena Padey Techo Hun Sen,
Prime Minister of Kingdom of Cambodia, on 05 December 2004 with the purpose of transforming
Cambodian PFM system towards international best practice. The reform was well thought-out and
embraced an implementation program with four platforms and four phases.

17. First platform “Budge Credibility” implemented during 2004-2008 erased the chronic cash
shortages through completely eliminating the payment arrears that adversely effected the timeliness
and regularity of payroll to civil servants and armed forces. Creating Treasury Single Account (TSA)
consolidated all accounts of the RGC becomes an important basis for stepping toward phase 2.

18. Platform two “Financial Accountability” has been implemented during 2009-2015. In this phase,
the RGC improved budget execution procedures, implemented new budget classifications and CoA
subsequently launching FMIS system.

19. Phase three “Budget-Policy Linkages” implemented over 2016-2020 aims at gradual changing
from “an input based and centralized budget system towards a performance based and decentralized
budget system” through strengthening and extending BSP, PB *, and budget entities
implementation.

20. Phase four “Performance Accountability” will be started from 2021 to 2025. BSRS 2018-2025
set the direction of budget system reform toward performance budgeting in model of
“Performance-Informed Budgeting”. The strategy has retained the original objective of
implementing full-fledged program budgeting, which adopted programs as a tool for linking budget
to policy objectives by the year 2020, and then, will start to implement performance budgeting from
2022 onwards by gradually strengthening performances/outcomes information and accountability
to have adequate time to be ready for implementing full performance budgeting from 2025.

21. The 3" phase launched in 2016 focuses on three priority objectives including (1) Strengthening
management and implementation of expenditure and revenue collection, (2) strengthening and
extending FMIS system and (3) strengthening and expanding program budgeting.

TABLE 1: CHANGES IN CAP2 AND CAP3 FRAMEWORKS

CAP CAP3 CAP3 CAP3
Structures CAP2 CAPZNew 0162020 2017-2020 2018-2020
Parts 3 4 5 5 5
Objectives 14 16 21 21 21
Activities 62 71 68 69 68

1.2.Economic Situation

22. Following more than two decades of strong economic growth, Cambodia has attained the lower-
middle-income status as of 2015 and was called "New Tiger Economy in Asia" in 2016. The
achievement of average economic growth of 7% per annum, with forecasts of 6.5%° GDP growth
in 2020, benefits Cambodian citizens through creating more jobs, building substantial physical
infrastructures, and providing government civil servants and armed forces with regular and
increased annual salaries. The RGC’s vision is to develop country to be “higher middle-income
status” in 2030 and “high income status” by 2050.

23. The Cambodian economy grew at around 7.5 percent in 2018 driven by garment sector faster-than
expected, solid construction and real estate sectors, better performance of wholesale and retail trade

4 PB is the core of PFM phase 3 and has been implemented in all LM in 2018. In 2019, PB was extended to 18 provincial administrations, and it
is expected to be implemented in all capital/provincial administrations by 2021.

52019 mid-term review by GDP




and transportation and telecommunication. GDP per capita is USD 1,548, inflation averages around
2.5%, and the exchange rate was around 4,053 riels/USD. In 2019, Cambodian economic growth
is expected to achieve with 7.1% with current price of 108,298° billion riels. This growth will
decrease to 6.5 in 2020 due to withdrawal of EBA (Everything but Arms) system that will pressure
export especially textile products to EU markets. The current price is predicted with amount of
118,490 billion riels supporting by agriculture, industrial and service sectors. Current account
deficit is predicted in rate of 9.3% of GDP in 2020.® Besides, the risk substantially affecting to
Cambodian economic growth is a pandemic of Covid19 virus’.

1.3. Public Finance Situation

24. In PFMRP framework, revenue collection as indicated in Diagram 1 remains strong. It annually
increases in average of 20% per annum in the last 7 years. The state revenue increased from 14.77%
of GDP in 2013 to 25.05% of GDP in 2019'°, or 3 times (amount of state revenue) or 10.28
percentage point of GDP (additional information on revenue reflects in objective 11). Expenditure
increased from 9,477 billion riels in 2013 to 23,468 billion riels in 2019 or 2.2 times, and it is
considered on priority sectors, including the total expenditure of Ministry of Education, Youth and
Sport (3.4 times), Ministry of Health (2.1 times) and Ministry of Agriculture, Forestry and Fisheries
(2.6 times).

DIAGRAM 1: REVENUE COLLECTION

25. Diagram 2 shows a great of budget execution in year. Nonetheless, the three-quarter expenditure is
under target, and expenditures are accumulated in 4™ quarter due to the capacity of budget entities,
budget planning, budget movement across program, sub-program and activities, late cash advance
and bonus clearance, and late implementing the domestic investment project.

DIAGRAM 2: BUDGET EXECUTION 2013-2019

62019 mid-term review by

7 2019 mid-term review by GDP

8 According circular NO6 on draft 2019 budget law preparation

9 Power point presentation in public forum on Cambodia economic outlook, dated on 30 January 2020
10GDP=110,014 billion riel (source: GDP).
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26. To address above challenges, expenditure program preparation should involve financial entity and
all in charged entities. LMs should strengthen annual budget planning, accelerate budget
disbursement/transfer from the early year, and reduce controlling procedures and improve internal
document flows.

27. In managing public debt, the RGC embraces mindful manner by strictly implementing the
following 5 main principles:

(1) Borrowing in reasonable size that financial and economic conditions can support,

(2) Only borrowing with high concessional or preferential conditions,

(3) Borrowing for only priority sections supporting sustainable economic growth and promoting
economic productivities,

(4) Using loan with the highest transparency, accountability, efficiency, and effectiveness, and

(5) Using loan to finance investment project in public infrastructures that must embrace high
standard and quality along the public investment management and respond to the need of
national development in new phase specially ensure economic, social, and environmental
sustainability and climate change resilience.

28. By following the above principles, Cambodian public debt situation is substantially getting better.
The result of debt sustainability analysis showed that for 2019, all 5 key debt indicators are well
below the respective indicative thresholds in which (1) Present Value (PV) of Public and Publicly
Guaranteed External Debt to GDP is 21.30% below threshold of 40%. Based on the international
best practice, the Cambodia’s public debt remains “sustainable” and “low risk” of debt distress.

TABLE 2: PUBLIC OUTSTANDING DEBT 2013-2019

- 2013 | 2014 | 2015 | 2016 2017 | 2018 | 2019e
Public and Publicly Guaranteed External Debt M $) | 4,871 | 5,279 | 5,648 | 5,860 | 6,669 | 7,021 | 7,877

Comparing to GDP 31.9 31.6 31.2 1292 |30.1 | 288 |295
Public and Publicly Guaranteed External Debt (M §) | 112 134 137 186 211 266 322
Comparing to Export 1.1 1.1 1.0 1.3 1.3 1.4 1.5

Source: GDICDM

1.4. Rationality and Purpose of Report Preparation

29. 2019 annual report is prepared based on its concept note with the inputs from DPs. Initiation of this
preparation is to increase involvement of entities under MEF, LMs, and DPs.

30. In the process of preparation and with permission of PFMSC, GSC selects three methodologies
such as: (1) monitoring and consolidating progress along CAP3 framework (2019-2020), (2) field
visit'' at entities under MEF and LMs aimed at reviewing GDAP/MAP implementation, and (3)
monitoring implementation of decisions made by PFMSC, and (4) DPs’ participation (EU, ADB,
WB, UNICEF, and IMF) in preparing report on (1) change management and business process
streamlining and (2) the coherence of BSP and PB.

31. Scoring calculating methodology'? by Part and by entities under MEF and LMs is using weight of
each activity, objective and part as follows:

Firstly, progress by main activity > Sum-average for all activities of the GDs under MEF
Secondly, progress by objective = Progress by main activity x Weight of main activity =2
Sum all main activities under each objective

! Field visit at entities under MEF and LMs started from 13-27 February 2020. Entities under MEF include: GDP, GDB, GDICDM, NAC, GDNT,
GDPP, GDSPNR, GDIA, GDT, GDCE, FMWG. LMs include: Ministry of Education, Youth and Sport, Ministry of Health, Ministry of
Agriculture, Forestry and Fisheries, Ministry of Water Resource and Meteorology, Ministry of Public Works and Transport, Ministry of Post and
Telecommunication, Ministry of Mines and Energy, National Audit Authority, Council for the Development of Cambodia, Ministry of Civil
Service, and Ministry of Planning. Moreover, GSC also did a field visit at Phnom Penh Capital, Kandal and Prey Veng Provinces.

12Scoring of the PEMRP Progress by Objective, Part, and CAP does not include the progress of LMs. The above scoring methodology is also
applied to individual entities under MEF in implementing General Departmental Action Plan (GDAP) and LMs in implementing Ministerial
Action Plan (MAP). The result of scoring will be subject for proving incentive. Formula: Weighted Score (Result) = Weight x Achievement (%)




Thirdly, progress by Part 2> Progress by Objective x Weight of each objective = Sum all

objectives under each part

Finally, progress by CAP = Progress by Part x Weight of each Part 2 Sum all parts.

32. The report is divided into 4 sections including:

(1) Introduction: PFMRP aspects, public finance and economic situation, and rationality
and purposes of report preparation,

(2) Progress of Implementing PFMRP Stage 3: GDAP3/MAP3 implementation,

(3) Challenges and Suggestions: Challenges met by entities under MEF and LMs and
challenges of PFM system by proposing the solutions for addressing.

(4) Conclusion: Analysis and conclusion on the progress by reflecting each part of CAP3
and performance of entities under MEF and LMs with the suggestion for improvement.

I1. Progress of implementing PFMRP in 2019
2.1. GDAP implementation

33.

The review of CAP3 implementation in
2019 showed that Part 1 “Further
Strengthened Budget Credibility” achieved
97%, Part 2 “Further Strengthened
Financial Accountability” achieved 97%,
Part 3 “Budget-policy Linkages” and Part
4 “The Readiness for Next Stage”
achieved 98%, and Part 5 “Supporting the
Successful and Sustainable PFMRP
Implementation” achieved 99%. It is a
remarkable progress in part 4 due to the
launch of BSRS 2018-2025 and its
detailed action plan.

DIAGRAM 3 : PROGRESS BY PART OF CAP3 (2016-2019)

Source : GSC

Part 1: Further Strengthened Budget Credibility
34. This part focuses on 4 objectives including (1) Strengthen revenue management and collection

35.

implementation, (2) further strengthen debt management, (3) strengthen account and cash

management, and (4) improve and strengthen budget execution. Quarterly and annual revenue and
expenditure executions are smooth and predictable within +/-5% comparing to budget law.

Objective 11: Strengthening revenue management and collection implementation

Revenue collection reached 131.0%
with approximate amount of 27,740
billion riels, increasing 3.18
percentage point of GDP ', while
expenditure reached 99.05% with
approximately amount of 23,468
billion riels. Revenue collected by
GDCE reached 141.8% or equal to
approximately 12,897 billion riels, over
expectation due to significant increase
of importing goods especially the
vehicles and the revision of excise duty

policy on certain items sensitive to revenue.

DIAGRAM 14: 6 KPIS IMPLEMENTATION

Source: GDNT and GDP
The revenue collected by GDT reached 117.6% or equal

to approximately 9,155 billion riels. The non-tax revenue reached 123.1% or equal to approximately
3,341 billion riels. The revenue collected at subnational reached 155.3% or equal to approximately

1310 times higher than target, set in RMS 2019-2023 at 0.3% of GDP




36.

37.

38.

39.

40.

2,163 billion riels. '* Moreover, the payment through EFT is made with 100% in which the salary of
officials is transferred via bank system twice a month while there is no renewable arears (over 60 days).
Strengthen RMS implementation: Based on the result of evaluating RMS implementation in 5
years (2014-2018), current revenue substantially increases with an average of 1.4 percentage point
of GDP. The evaluation result has become the main basis for preparing RMS 2019-2023, approved
by the RGC in mid-2019'. In order to efficiently implement this strategy, its detail action plan with
clear M&E framework has been prepared. In addition, several legal documents have been prepared
and implemented. Legal documents include (1) Prakas on implementing custom incentives for
Small- Medium Enterprises (SMEs), (2) Prakas on implementation of initial step of national single
window, (3) Inter-ministerial Prakas on cooperation between General Department of Custom and
excise (GDCE) and General Department of Camcontrol, (4) Prakas on organizing and functioning
of one window service in GDCE, (5) Inter-ministerial Prakas on public service series and revision
of incentive rate for 15 services providing, (6) Prakas on procedures in paying dividends of state-
own enterprise and companies with state’s minority public profit-sharing. The amendment to sub-
decree No.139 dated 11 July 2018 on budget management of state property of public institutions
was approved on 15 January 2019. The draft sub-decree on creating Public Enterprises totally
26/28 has been developed and will be submitted to head of government for approval. Property
survey in Phnom Penh was conducted at 4 Khan'¢ to update property information and provide tax
service on registration, and there was also revision on appendix of property price for stamp tax in
capital and province. Moreover, tax payer registration in new system has been strengthened and
promoted (total enterprise registration in 2019 is 12,618).

Improve custom, tax and non-tax revenue administration and policy: GDCE studied and
requested for revising duty rate and compliance with some duty rate including (1) revising special
duty on cigarettes, (2) decreasing export duty rate on types of timber and wooden products, (3) the
reduction of excise duty rate and special duty rate of SMEs, and (4) revising duty rate in order to
compensate the loss of revenue on 249 Tariff lines. GDT has finished the draft Prakas on personal capital
gain tax at GDT level. Moreover, the draft sub-decree on expense and allowance for calculation of
personal income tax has been further discussed at GDT level. Besides, the draft law on non-tax revenue
management has been developed and submitted to the Legal Council of MEF. Furthermore, the draft
law on state property management and utilization was submitted from the Council of Ministers to the
Ministry of Justice and MEF for further review on sanction section to make it more comprehensive.
Strengthen revenue analysis and forecasts: GDCE selected the Buoyancy method for pilot
forecast of custom revenue, and has prepared evaluation report on the result of the forecast
(comparing to the implementation in 2019). GDCE has also forecasted the custom revenue in 2020.
Strengthen the effectiveness of debt management in year: GDCE complied the 2019 figures of
tax and duty debt and prepared letters to enforce companies to pay tax and excise duty in 2019
whereas payment of tax debt in 2018 was completely settled. Documentations of enterprises which
are in tax debt were prepared while the tax debt classifications “Tax debt can be collected” and
“Tax debt cannot be collected” are prepared for incorporating into Tax Debt Collection and
Management System. Debt working group by sectors convened meetings to solve the issues related
to debt management and procedure execution along with principles of government, in which debt
working group on post and civil aviation sector, agriculture and mine sector continue to manage
debt by strict collecting and promoting in implementation of sub-decree No. 72 on non-tax revenue
management.

Implement direct revenue collection/shared revenue of subnational administrations:
GDSNAF prepared study report on increasing budget resource to commune/sangkat administration.

Al data regarding revenues and expenditures are as of 25 May 2020.

"Revenue Mobilization Strategy 2019-2023 sets the annual increase of recurrent revenue collection at 0.3% of GDP, but the 2019 implementation
has resulted in 3% increase.

16 Khan Daun Penh, 7 Makara, Sen Sok and Russey Keo




As a result, sub-decree on increasing budget resource to commune/sangkat administration for local
development expenditure has been implemented while draft sub-decree on sharing incentive,
between national and sub-national level, collected by one window service has been discussed with
relevant entities. 7

Objective 12: Further strengthening debt management

41. GDICDM established In-house Database for recording and maintaining relevant data in
addition to debt data that can be recorded in DMFAS'®. In-house Database facilitates substantial
daily operations such as: Managing and monitoring daily operations, automated notification, and
especially automation of paying debt service to creditors and collecting from debtors. This system
was launched through Prakas No.1620 MEF dated on 27 December 2018. DMFAS and In-house
Database using provides substantial benefits in efficient, accurate, and comprehensive managing
debt data as the basis for analysis, preparing report for relevant institutions both in national and
international. GDICDM has also regularly and timely published Cambodian public debt statistic
bulletin.

42. Strengthen implementation of public debt management strategy: In attempt to maintain public
debt sustainability in medium and long term with low risk and to contribute in boosting economic
growth and promoting people’s livelihood along Cambodian economic context, the RGC sets out
strategic measures for strengthening efficiency and public debt management through launching
Public Debt Management Strategy 2019-2023.

43. However, the debt management in Cambodia remains following challenges:

e Ad-hoc mechanism for PPP project: In spite of having policy on developing PPP
mechanism for public investment project management 2016-2020", the efficiency of
implementation is still limited because ad-hoc mechanism is used for some new PPP
projects.

e Institutional and human resource capacity in public debt management: although
institutional and human resource capacity in public debt management was strengthened,
currently functions of front-line office is still not centralized between domestic and
externally public debt management. Whereas, ad-hoc debt management arose from
guarantee is not well consolidated. Human resource in both number and capacity has not yet
been able to response to the needs of current and future works.

e Recording of ad-hoc debt: data on some ad-hoc debt obligations such as government
guarantee for investment project in energy and transportation sectors has been collected for
analysis, but the data is not yet comprehensive®. This undermines quality of the analysis
and cannot be clearly concluded on the scale and impact of ad-hoc debt obligation on public
debt status.

44. Government security sector management (e.g. stock, bond): Regulatory frameworks for
government security development has been developing. Government security law was established
since 2007, but due to the economic situation, financing condition, and availability and favorability
of financial market development, the RGC didn’t issue the bonds yet. Currently, GDFI and DPs
have been further researching in order to amend government security law. MEF will further develop
sub-decree on issuing and managing government security, sub-decree on fund and government
security management steering committee, the draft strategy on government security market
development in Cambodia, the draft Prakas on government security operation, the draft guiding

17Sub-decree No. 25 dated 09 March 2020 on revenue management of one window service has been implemented.

'8 Debt Management and Financial Analysis System version 5.3 was installed in 2007. It was later expanded in 2012 to 3 other general departments,
including GDNT, GDP and GDB to extract report on debt data. In 2014, with technical support from ADB, MEF upgrade DMFAS version 5.3 to
version 6.0.

19 Was officially adopted for implementation by Council of Ministers

2 Some related data such as government guarantee for investment projects in other sectors, projects that government terminated before schedule

and never restarted, and ad-hoc debt obligations in financial and banking sector etc.
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book on government security operation in Cambodia, check list of adequacy for processing
government security market in Cambodia, and the draft road map on issuing government bonds.

Objective 13: Strengthening Cash Management and Accounting

Further improve and strengthen cash management plan: GDNT has regularly prepared cash
management and trained officials from 30 LMs on data entry into web-based application system.
While improving data quality in the system, GDNT also monitors, on daily basis, cash balance in
the TSA.

Further strengthen banking system and the feasibility for operationalizing transaction via E-
Transfer: GDNT has continued the collaboration with LMs to accelerate cash disbursement via
banking system while coordinating monthly meeting with capital/provincial treasuries to strengthen
use of commercial banks for (recording) revenue and expense. GDNT also organized meeting with
Information Technology Department (of GSMEF) and Canadia Bank to interface with the FMIS
and banking system for utilizing Electronic Financial Transaction (EFT). As a result, MOU on EFT
utilization between MEF and Canandia Bank is being reviewed.

Develop mechanisms to consolidate budget execution reports of DPs’ funded projects, which
are not in GDNT system: Relevant entities organized meeting on implementation of new COA
for DPs’ funded projects/programs for relevant LMs. To encourage adoption of the new CoA, the
relevant entities have requested LMs to incorporate this activity in their respective MAP.

Further monitor expenditure arrears and LMs’ requests for opening account: GDNT has
regularly monitored expenditure arrears and completely eliminated arrear without re-accumulation.
Number of bank accounts has been increased from 92 in 2018 to 99 in 2019 due to the increase of
loan projects required for opening new accounts for each project.

Accelerate the settlement of cash advance: Cash advance has been recorded and reported in detail
by date/month/year and each of LMs. As of 31 Dec 2019, cash advance to LMs in 2019 amounted
to 873 billion riels, of which current budget was 407 billion riels and capital budget was 466 billion
riels. Expenditure report on cash advance is prepared quarterly as a basis for accelerating the
settlement.

Objective 14: Improving budget execution and strengthening expenditure plan implementation

Improve public procurement system in line with BSRS: Approved by the RGC on 08 May 2019,
the Public Procurement System Reform Strategy (PPSRS) 2019-2025 aimed at transforming public
procurement into a system that is more reliable, effective, competitive, and efficient on par with
international best practices. The PPSRS identifies strategic priorities for reform, including (1)
prepare and approve on procurement plan, (2) implement public procurement, (3) monitor and
evaluate on public procurement implementation, (4) strengthen the independent mechanism for
addressing complaint and develop the basis for punishment, and (5) build supporting infrastructure
such as revision of regulatory framework for public procurement, preparing guiding book on public
procurement, studying the e-procurement and building capacity of officials..

In line with the PPSRS, Prakas on setting threshold for making decision in public
procurement was launched while guiding principle of attaching procurement plan with annual
budget proposal was also adopted through circular No. 006 of MEF dated 17 July 2019. Moreover,
the action plan for implementing PPSRS has also been formulated to determine immediate policy
measure as well as medium-term policy measure, overall framework of detailed activities,
coordinating mechanism, and monitoring and evaluation.

GDPP has been developing Public Procurement Management Information System (PPMIS)
to effectively manage works of the general department. As of 2019, five functions have already
been developed, namely (1) procurement plan management, (2) staff management, (3) bidders list
management, (4) delivery management, and (5) visa (e.g. date) of the bidding document
management. Two additional functions are being developed; they are contract and flow of
document managements.




53. Strengthen the formulation and implementation of expenditure plan: GDB has improved and
rolled out the new format of revenue-expenditure program. The quarterly preparation of revenue-
expenditure programs must not exceed three weeks of the following quarter. In addition, some
reports have been regularly produced including quarterly report of expenditure execution by
economic classification, national current expenditure report, report of current expenditure
comparing to expenditure plan, and investment expenditure execution report.

54. Review and update the regulatory framework for spending advance petty cash: relevant
entities have convened meeting on harmonizing procedure and recording operation of advance
petty cash in FMIS in fiscal year 2020 while exploring challenges in implementation. The meeting
to revise the procedure was chaired by MEF management.

55. Further strengthen efficiency of capital expenditure: Approved by the RGC on 22 Oct 2019,
the Public Investment Management System Reform Strategy (PIMSRS) 2019-2025 aims to set a
conceptual framework for developing a public investment management system from all funding
sources®!' and at all administrative levels. Furthermore, sub-decree No. 181 on standard operation
procedure for managing and monitoring DPs’ funded projects was adopted on 02 Dec 2019.

56. Strengthen the effective management, reparation and maintenance of public infrastructure:
First draft guiding principle of budget management and execution for reparation and maintenance of
public infrastructure (road 61,053) is being reviewed because consultant has not been recruited. 2
Based on BSRS 2018-2025, this action could be completed in 2020.

Way Forwards

* Implementing the detailed action plan of Revenue Mobilization Strategy 2019-2023
* Implementing the detailed action plan of Public Procurement Reform Strategy 2019-2025

Part 2: Further Strengthened Financial Accountability

57. This part focuses on five objectives including (1) strengthening budget execution and the new chart
of account, (2) strengthening the implementation of new budget system and new operating
procedures, (3) strengthening the implementation of new accounting system, new recording system
and new reporting system, (4) strengthening the implementation of tool and mechanism to improve
responsibility and accountability, and (5) enhancing budget transparency.

58. Currently, FMIS has six core modules which are operationalized for (1) budget allocation, (2)
purchasing order, (3) account payable, (4) account receivable, (5) cash management, and (6)
general ledger. Two additional modules in budget preparation and procurement & contract
management are being developed in FMIS phase 2. For budget preparation module, key documents
such as business requirement, current business operating procedure, and bidding document were
announced and the bidding could be completed in quarter one of 2020. For procurement and
contract management module, there was agreement in principle to make direct contract with Oracle
Peoplesoft Software to develop two additional functions, namely supplier contact management and
strategic sourcing. This process could be completed in quarter one of 2020.

59. FMIS has been developed and operationalized some interfacings including (1) interface bank
statement with NBC, Canadia Bank, Acleda Bank, Campu Bank, Vattanak Bank and ANZ Royal
Bank, (2) interface the electronic financial transaction — EFT with NBC, (3) interface custom
revenue with ASYCUDA of GDCE, (4) interface capital revenue with DMFAS of GDICDM, (5)
interface with NRIMS of the working group on revising procedure of collecting non-tax revenue.
On the other hand, interfacing with tax management information system of GDT has achieved 90%,
and could be operationalized in 2020. Likewise, the interface between FMIS and payroll system of

2 Including central government budget, DP funds, and private investment funded through public private partnership mechanism
22 Nonetheless, the responsible working group has already finished writing the draft.
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Ministry of Civil Service has been technically studied and a way-forward plan was made for further
study on preparation and development in 2020.

Objective 21: Strengthening budget execution and new chart of account

Improve and increase the operationalization of the seven budget classifications: Budget
classifications have been updated for LMs who revised structure of their program while Prakas on
further operationalizing project classification in national administration has been developed. Codes
and descriptions of the seven budget classifications are updated in FMIS as per revision by relevant
entities. In order to ease the monitoring of report by budget classifications, FMWG has developed
simplified report on the seven budget classifications and piloted it in the FMIS. Also, Prakas on
revising the geographic classification of sub-national administration was adopted. Data of budget
formulation, fund transferred from national budget, and sub-national budget execution are recorded
in FMIS. On the other hand, GDB has prepared a concept note on simplified economic
classification. The draft Annual Budget Law, with program details and simplified economic
classification, will be submitted to the Legislative Body for review and adoption in 2022.
Strengthen the implementation of public CoA: Public CoA has been reviewed in three public
administrative entities, namely (1) Preah Sihanouk (Khmer-Soviet friendship) Hospital, (2) Prek
Leap National Agricultural School, and (3) Kampong Cham National Agricultural School.
Strengthen the consistency between budget classification, balance of payment, national
account, monetary and financial statistic with government finance statistic framework: GDP
has completed the study and reported on the consistency of GFS and macroeconomic statistic
system.

Objective 22: Strengthening new budget execution system and new operational procedures
Organize the LMs’ operational expenditure in line with FMIS: 17 LMs are added to operate
the FMIS in February 2020. Also, a guiding book on recording operational expenditure in FMIS
was revised. FMWG has developed Strategic Plan for Streamlining Business Process 2020-2025%
by settling low risk payments (e.g. wages and direct payment) for study in MEF to model for
expanding the business process streaming to other LMs.

Improve the financial and accounting operation: GDNT has drafted guiding principle of
accounting of fixed asset threshold.

Develop capacity for managing FMIS: 372 officials from 17 additional LMs users of FMIS were
trained while 230 focal points from 10 LMs and 25 capital/provincial departments of economy and
finance were provided with refresher trainings. All in all, 20 LMs and 25 provincial departments
of economy and finance have increased understanding about FMIS and have closely involved in
implementation. Through the trainings, the officials can generate data from query to prepare report
or produce reports from FMIS, and they can also monitor operational list as well.

Expand the FMIS implementation: FMIS project implementation, current business process
documents, and FMIS business process for new users in the 17 LMs were prepared. ICT equipment
for users and networks have been supplied and installed in all FMIS units, so the expansion of
FMIS phase 2 is finalized. FMWG has supported and addressed issues of FMIS usage via Help
Desk and Front Desk Center.

Improve the business process: FMWG developed Strategic Plan on Streamlining Business
Process 2020-2025. The strategy identifies business process of settling low risk expenditure (e.g.
wage and direct payments) and covering higher risk recurrent expenditure. The business processes
are classified into four categories: (1) business process for commitments and payments, (2) business
process for budget movement, (3) business process for revenue execution, (4) business process
related to public procurement. Business process for wage and direct payments in MEF has been

23 This strategic plan was approved on 16 March 2020 in PFMRC meeting




studied. Base on this study, business process will be reduced from 46 to 13 steps, and became
important inputs for preparing above strategic plan for streamlining business process 2020-2025.

68. Change management: Change management is an important catalyst to successfully implement
FMIS. Previously implemented elements of change management include (1) stakeholder analysis
on change management, (2) evaluation on preparedness for change management, (3) impact
analysis, (4) communication and (5) training of new skills. 1300 FMIS users are sourced from
officials in charge of executing revenue and expenditure, accounting, procurement and financial
management. Action plan for change management has been formulated with purpose to change
FMIS users from recipient of change to the change makers; to change the FMIS from recording
and accounting system to a system used to manage, monitor and analyze the program and budget
implementation; and to change the business process from both manual and system to a complete
FMIS. Related to the strategic plan for streamlining business process, change management is an
indispensable element to accelerate the on-going business process into simple, efficient and
accountable practices.

Objective 23: Strengthening the implementation of new accounting, recording, and reporting system

69. Develop public accounting standard along IPSAS and operationalize it step by step: MEF
adopted Prakas on operationalization of Cambodian public cash basis accounting standard on 06
June 2019. It was disseminated to 25 capital/provincial treasuries. NAC finished final draft
strategic plan on Cambodian public accounting development® to implementing accrual account
system. Moreover, three important elements in IPSAS report have been improved to comply with
principal standard of IPSAS cash basis via (1) preparing report on situation of cash deposit account
in banks, (2) drafting instruction for recognizing the foreign cash transaction, and (3) incorporating
the principle of synthesized number, revenue and expenditure in the financial justification.
Moreover, GDNT has piloted the draft IPSAS report in 2017 based on data generated from FMIS.

70. Improve format of budget execution report: Reporting tables annexed to budget settlement law
have been formulated in the FMIS, and have been piloted in table C1, C2, C4, B2, B3, B4, annex
2, annex 3, annex 6, annex 7 and annex 8. Meanwhile, reporting tables A1, A2, A3, A4, A5 are
being developed because they are based on other piloted reporting tables. Nonetheless, FMIS cannot
produce some important reports for GDNT and capital/provincial departments of economy and finance.

71. Operationalize the mechanism to finish registering state asset inventory and update regularly:
Sub-decree No. 66, dated on 27 April 2017, defined the holding authorities of state asset to include
municipality/district/khan and commune/sangkat, that increases the number of holding authorities
to rise from 61 to 1910. In 2019, all LMs and sub-national administrations who are holding
authorities have to report a table indicating the increase and decrease of state assets in 2018. Under
the 1910 authorities, there are 2887 using entities. Among them, 2048 entities, equaling to 71%,
has reported the state assets to MEF and capital/provincial departments of economy and finance.
The other 29% or 839 entities have not reported yet.

72. GDSPNR has prepared a draft format of inventory book and table indicating annual increase
and decrease of state property while launching Prakas on detailed measures and procedures for
clearing inventory of state property on 06 Jan 2020. In addition, GDSPNR also developed State
Asset Register Management Information System that is connected with all holding authorities
across the country. The system is administered at two levels (1) Master App System by MEF as
managing authority, and (2) the user system managed by LMs or sub-national administrations as
holding authority. 10 LMs will be piloted with SARMIS; they are (1) Ministry of National Defense,
(2) Ministry of Interior, (3) Ministry of Land Management, Urban Planning and Construction, (4)

24 Strategic plan on Cambodian Public Accounting Development 2020-2031 is classified into four phases:
1. Cambodian accounting standard for cash basis 2020-2024
2. Cambodian accounting standard for modified cash 2025-2027
3. Cambodian accounting standard for modified accrual 2028-2030
4. Cambodian accounting standard for full accrual 2031




73.

74.

75.

76.

7.

78.

79.

Ministry of Industry and Handicraft, (5) Ministry of Public Works and Transport, (6) Ministry of
Labor and Vocational Training, (7) Ministry of Agriculture, Forestry and Fisheries, (8) Ministry of
Education, Youth and Sport, (9) Ministry of Health and (10) Ministry of Environment.

Objective 24: Strengthening the implementation of tools and mechanisms for enhancing
responsibility and accountability

Establish appropriate sanctions for mistake or inappropriate management of public
resources: secretariat of Legal Council of MEF has prepared a compilation of sanction measures
on public financial management and has updated the administrative sanction for mistake or
inappropriate management of public resources as per promulgated legal framework.

Prepare and operationalize the format of progress report on quarterly, semi-annual and
annual budget execution: All budget entities of LMs have operationalized the format of financial
report and performance report on quarterly and semi-annual basis.

Strengthen the monitoring on information system: GDIA has conducted pilot auditing on FMIS
in GDSNAF and five provincial treasuries of Koh Kong, Prey Veng, Tbong Kmum, Rattanakiri
and Kandal. In addition, the pilot audits were carried out in budget entities of four LMs, including
Ministry of Public Works and Transport, Ministry of Labor and Vocational Training, Ministry of
Water Resources and Meteorology, and Ministry of Rural Development.

Objective 25: Enhancing budget transparency

MEF has paid due attention on engaging NGOs/CSOs to comment in the process of formulating
budget, and opening the budget information to the public so that BSP and PB could be closely
linked and the budget system becomes a policy tool to efficiently and effectively allocate and
operate public resources.

Increase public involvement in the budget process: In order to increase public involvement,
GDB organized public forum on macroeconomic and annual budget framework in the early 2019.
GDB also published briefing of annual budget law and explained with supporting documents such
as brief elaboration on draft annual budget law.

Increase the dissemination of budget documents: MEF has published many budget-related
documents, including (1) annual budget document, (2) briefing of annual budget law book, (3)
circular on the execution of 2020 budget law, (4) circular on BSP and budget package, (5) monthly
TOFE, (6) monthly report on economic context, (7) quarterly finance and economic statistic
bulletin, and (8) macroeconomic and public financial policy framework.

Increase transparency in public procurement: MEF published, on its website, the 2019 public
procurement plan of LMs which carried out direct procurement. The 2018 procurement post review
report on public procurement implementation on FY 2017 was also published on the website

Way Forward

» FMIS: (1) prepare an expansion plan for implementing FMIS phase three, (2) develop
modules on budget preparation and procurement & contract management, (3) expand the
implementation of FMIS core modules to the 25 capital/provincial administrations,
prioritized capital/provincial line departments across the county, and the budget entities
with full delegating authority at the central government, including Administrative Public
Enterprises, expand the operationalization of budget preparation and procurement &
contract management modules, and develop modules on inventory and state assets
management in FMIS system, (4) implement Strategic Plan for Streamlining Business
Process 2020-2025.

* Cambodian public accounting: Develop and launch the Cambodian Public Accounting

Reform Strategy 2019-203 1, prepare the report of reviewing implementation of Prakas




on Cambodia public accounting standard, and prepare accounting standard for recording
account receivable and account payable.

* Increase of SARMIS usage: In 2020, LMs, capital/provincial departments, and
capital/provincial administrations will use system offline, but will go online in 2023.

Part 3: Budget-Policy linkages

80. The budget and policy linkages focused on five objectives, namely (1) strengthen and expand the
implementation of program budgeting and budget review, (2) enhance the comprehensiveness of
budget preparation and integrate the budget, (3) develop and implement line of accountability
system, (4) improve policy preparation and public financial plan, and (5) strengthen the
implementation of financial decentralization.

81. Budget and policy linkages have been operationalized through program budgeting which aims
to change the focus from budget preparation and report based on compliance to managing budget
as a policy tool that links budget with national policy priorities and focuses on monitoring and
evaluation of performance or result. In order to ensure program ownership, as resource is connected
to performance of policy implementation, budget entities are created to increase transparency,
accountability, and effectiveness of public financial management through strengthening division of
functions and responsibilities at implementing level.

Objective 31: Strengthening and expanding the implementation of program budgeting

82. Improve the implementation of program budgeting: As per BSRS 2018-2025, GDB has already
prepared draft guiding principle of preparing performance-informed budgeting.

83. Expand PB to LMs and capital/provincial administrations: All LMs has implemented PB as of
2018. Moreover, complying with BSRS for sub-national administration, 18 provincial
administrations implemented the program budgeting in 2019. By 2021, 25 capital/provincial
administrations will have implemented the PB. At the moment, trainings on PB have been provided
to 18 provincial administrations.

TABLE 3: PLAN FOR PB IMPLEMENTATION AT CAPITAL/PROVINCIAL ADMINISTRATIONS?25

2017 2018 2019 2020 2021
Kampong Speu | Kampongchnang | Kandal Kampong Cham | Phnom Penh?
Kep Pursat Battambong Kampongthom
Koh Kong Ta Keo Banteay Meanchey | Preah Vihear
Pailin Kampot Svay Reang Oddor Meanchey
Kratie Prey Veng Tbong Khmum Siem Reap
Stung Treng Rattanakkiri Mandulkiri Preah Sihanouk

Objective 32: Developing the comprehensiveness of budget preparation and the budget integration

84. BSP preparation: BSP is prepared based on policy objectives and programs, describing objective
content and rationality, source of fund, KPIs, performance target, timeframe and budget
requirements. BSP has to be based on budget ceiling set in MTFF and MTBF. However, quality of
the budget preparation is limited

85. Incorporate expenditure and revenue outside the budgeting into annual budget and DPs’
fund: Budget classification of new CoA for DPs’ funded project/program is operationalized in
MOH whereas other LMs have been gradually considering for rolling out.

Objective 33: Developing and implementing line of accountability system
86. Clearly identify the line of accountability in preparing public investment program so as to
ensure consistency in annual budget: Based on Public Investment Management System Reform

5 According to current practice, capital/provincial administrations are budget entities
% H.E Dr. Deputy Prime Minister, Minister of Economy and Finance approved the request of GDSNAF for extending rolling out PB to Phnom
Penh to 2021.
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Strategy 2019-2025, relevant regulatory framework is developed and implemented in 2020, so it
contributes to strengthen effectiveness, efficiency, and accountability in public investment
management. Draft sub-decree on public investment management identifies (1) principles and
requirements, (2) overall stages of public investment project cycles, (3) roles and responsibilities
of LMs, public organizations, and sub-national administrations, (4) linkage of capital budget with
budget formulation for public investments, (5) operational procedures for preparing and managing,
and (6) reporting requirement.

Objective 34: Improving policy preparation and public financial plan

87. Macroeconomic framework: MEF prepared the 2020 macroeconomic framework and financial
policy. Also, MEF prepared the mid-term progress report on reviewing economic situation over the
9-months period and report on economic surveillance of second quarter of 2019.

88. MTFF and MTBF: GDP is responsible for preparing MTFF?” and GDB prepares MTBF.

89. MTFF sets the fiscal policy stance by upholding fiscal anchor to achieve three attempts: (1)
support the linkage of budget with priority policy of the RGC, (2) enhance the effectiveness of
budget allocation, and (3) ensure the macroeconomic stability and public financial sustainability.
Currently, MEF is preparing MTFF 2021-2023% to use for preparing annual budgeting. MTFF is
the basis for preparing MTBF which sets the total expenditure ceiling for LMs and provides
analysis on available resources, macroeconomic, fiscal anchor, and analysis of fiscal risks to
Cambodia public financial situation.

90. To effectively prepare the MTFF, especially by focusing on strengthening budget-policy linkage
as well as analyzing fiscal risks, key strategic activities are:

*  Continue to strengthen cooperation with LMs for organizing data and information

* Continue to correct errors in the model for projecting revenue and expenditure, which are
caused by changes in internal and external factors, so as to ensure reliability of the
projection result and usage of MTFF in the following year

* Continue to strengthen capacity of technical working groups for preparing documents to
proper respond to real context and changing future.

91. MTBEF is prepared to estimate resources available for allocating to sectors and LMs by taking
into consideration:

*  Projecting the demand driver of programs that require budget for delivering services to
beneficiary

*  Multi-year budget allocation that government could allocate additional budget to priority
sectors of its priorities policies.

92. Challenges of preparing MTBF: While piloting 2020 budget, the ceiling of each LM is set for
recurrent expenditure. For capital expenditure, it could be done through public investment
management framework, awaiting sub-decree on public investment management. However, LMs
do not follow the expenditure ceiling set for their respective ministries. The multi-year budget
formulation requires official of significant capacity to project budget plan by years.

93. Strengthen analytical capacity and forecast of economic and financial situation: Training on
usage of online MEF database for economic analysis and budget planning was provided to statistics
officials at sub-national administrations. Cambodian macroeconomic forecasting model (CMFM)
was updated and operationalized, together with evaluation report of the model and feasibility study
on mobile MEF database application.

Objective 35: Strengthening the implementation of financial decentralization
94. Implement financial decentralization policy: GDSNAF prepared sub-decree on increasing
financial support to sub-national administration council, and prepared draft Prakas on establishing

27 Dye to socio-economic changes, MTFF is postponed to following year. On this basis, MEF will continue to prepare macroeconomic and public
financial framework for preparing the BSP and PB.
28 GDP pointed out that because of Covid-19 impact, MEF management decided to delay the MTFF to enable flexibility in budget

implementation. According to DPM’s decision on 09 March 2020, the macroeconomic and public financial framework will be continued in
2021-2023.



D&D working group in MEF, draft inter-ministerial Prakas on management of administrative
assistant in commune/sangkat, and the draft sub-decree on the commune/sangkat fund.

95. Pilot and increase the sub-national investment fund (SNIF)?: GDSNAF prepared sub-decree
No. 32 on sub-national investment fund, and will implement and disseminate guiding principle of
performance evaluation of capital/khan administration. GDSNAF is preparing the additional
guideline on investment project of municipalities administration.

96. Review and implement the guiding principle of BSP preparation for sub-national
administration: GDSNAF revise the guiding principle of BSP preparation for sub-national
administration to be in line with budget and policy linkage.

97. Implement Cambodian BSRS document: BSRS for Sub-National Administration 2019-2025
was prepared in line with the BSRS 2018-2025. The strategy aims to gradually strengthen and
extend PB toward full-fledge PB and budget entity in order to ensure the budget-policy linkage, to
align sub-national and national policies, and to follow the administrative management structure
which set the role, authority and responsibility of sub-national administration. Action plan and
supporting mechanisms for monitoring and evaluation are also developed to effectively implement
the BSRS for Sub-National Administration 2019-2025.

98. Revise guiding principle of preparing and implementing program budgeting and the budget
entities in sub-national administrations: GDSNAF revised and implemented the guiding
principle of preparing program budgeting in capital/provincial administrations.

99. Challenges of financial decentralization and sub-national budget system reform:

» the termination of public resource transfer to capital/provincial administrations in 2021

» rising wage for municipality and district officials absorbs the budget of local development

* limitation of capacity of the sub-national administration officials

» shortage of human and financial resources

» technical condition for transferring financial resources from individual ministry to sub-
national administration is not yet in line with format for functional transfer

» transfer of human and financial resources has not yet been prepared

» the process of preparing regulatory framework and standard has been slow

* clear action plan for supporting sub-national administration in managing the transferred
functions has not been prepared.

Way Forward

* Prepare MTFF and enhance interlinkages of MTFF and MTBF

*  Prepare regulatory framework for public investment management

» Strengthen performance and financial report in LMs

» Strengthen the preparation of BSP and PB by improving the policies objectives,
programs, sub-programs and activities

* Modernize the FMIS in sub-national administration:

- Currently, budget law recording, fund transferred from national government, and
credit diversion in sub-national administration were done via FMIS

- Implement NRMIS which should be rolled out as phase 1 in 2021

- From 2022, capital/provincial administrations will implement FMIS phase by phase.

Part 4: Readiness for Next Platform
100. The readiness for next platform of PFMRP is focused on: (1) developing framework for
performance-informed budgeting, (2) implementing the performance accountability framework, (3)

29 SNIF was endorsed for implementation in 2017. SNIF is conditional government transfer for sub-national administrational investment and for
priority sectors proposed by sub-national administrations.




101.

102.

103.

104.

105.

106.

107.

strengthening the effectiveness of M&E system, and (4) preparing and implementing capacity
development plan (also for legislative and auditing agencies).

Objective 41: Developing framework for performance-informed budgeting

Budget negotiation based on input will be gradually changed to output and result-based
budget negotiation®’. Based on BSRS 2018-2025, performance agreement on outputs begins in
2019 while performance agreement on outcomes will begin in 2023. As a progress in 2019, format
of performance agreement on outputs has been drafted and subject for further discussion in the
department.

Prepare rule and regulations for implementing performance budgeting: 2008 finance system
law provides entry point for the RGC to pilot program budgeting, which is initial step toward
performance and decentralized budgeting system. In order to implement the performance budgeting
system based on clear, overarching and comprehensive regulation, the 2008 finance system law has
to be amended®!. As a progress, the law is being reviewed, and on 29 November 2019, there was a
meeting to finalize key content on 14 points related to budget preparation, budget execution,
accounting reform, legal documents, and FMIS*.

Develop mechanism and pilot tool for monitoring performance in LMs: a Monitoring and
Evaluation (M&E) framework has to be developed since 2019 and launched in 20233, This basic
framework will gradually evolve into a fully functioning M&E System after 2025. For 2019, a
conceptual framework for performance-informed M&E was prepared, but no progress is reported.
Review the sub-decree No. 81 & 82: MEF established working groups for revising sub-decree No.
81 on establishing financial control on national expenditure at ministries, provinces, municipalities,
autonomous city of Phnom Penh Capital and public organizations, and also sub-decree No. 82 on
general regulations of public accounting. The review process has been supported by French expert.

Objective 42: Developing and implementing the performance accountability framework
Develop guiding principle of performance audit for external audit: NAA has developed
guiding principle of audit on operation®* which was adopted on 16 December 2019. The main
objectives of conducting operation audit is to enhance economy, effectiveness and efficiency in
governance. Moreover, the operation audit improves transparency that helps National Assembly
and taxpayers and DPs to gain more understanding of resources utilized and performance of
government activities.

Prepare performance audit report to legislative body: NAA prepared 4 audit reports on (1)
operation of rural roads management by Ministry of Rural Development in period 2018, (2)
operation of Cambodian Mine Action Center in period 2018, (3) Operation of one window service
mechanism of Preah Sihanouk municipality, Prey Nop district and Preah Sihanouk province
administrations in period 2018, and (4) operation of state asset management of Oddor Meanchey
Province administration in period 2018.

Objective 43: Strengthening effectiveness of monitoring system

Review internal audit functions in LMs*: GDIA has reviewed the efficiency of internal audit
functions of 8§ LMs through which the audit reports have been submitted to LMs management. The
8 LMs including (1) Ministry of Land Management, Urban Planning and Construction, (2) Ministry
of Post and Telecommunications, (3) Ministry of Tourism, (4) Ministry of Women’s Affairs, (5)

3 BSRS 2018-2025

31 As indicated in BSRS 2018-2025, timeframe for amendment is in 2018-2020

32 Based on CAP3 review report of consultant (Mr. Jonathan Dunn), MEF management decided to draft new budget system law rather than
amending the existing law.

33 BSRS 2018-2025

3* NAA use the term “operation” while CAP3 use the term “performance”

35 LM established 43 internal audit units (LMs = 28, enterprises = 12, and other institutions = 3)
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Ministry of Industry and Handicraft, (6) Ministry of Planning, (7) Ministry of Justice and (8)
Ministry of Environment. Moreover, GI has analyzed the inspection functions of 5 LMs.

108. Expand the functions of performance and IT monitoring in line with new budget system:
MEF prepared guiding principle of IT audit which was disseminated in 4™ quarter 2019. However,
the preparation of guiding principle of performance audit was late*®, but it is expected to be finalized
in quarter two of 2020.

109. Prepare financial inspection framework: GI drafted financial inspection standard while
launching the financial inspection ethics. The sub-decree on rules and procedures for financial
inspection was suspended by decision of MEF management.

Objective 44: Preparing and implementing capacity development plan

110. Review the Strategic Capacity Development Plan phase 3 to prepare the Strategic Plan for
phase 4: EF] reviewed and evaluated the implementation of Strategic Capacity Development Plan
phase 3, and has been developing the strategic plan for phase 4 (2021-2025), consulting with
relevant entities under MEF, Line Ministries, Capital/Provincial Departments of Economy and
Finance, and Capital/Provincial Treasuries. At the moment, EFI also encountered some on-going
challenges concerning instructors/trainers/professors in EFI and modernization of training program.
EFI need both financial and technical assistants for strengthening institutional capacity.

Way Forward
* Amendment of the 2008 finance system law
* Revise sub-degrees NO. 81 and No. 82
* Complete guiding principle of preparing performance budgeting
* Prepare guiding principle for implementing performance budgeting
* Develop performance agreement
* Develop M&E framework

* Internal audit and inspection system:
- Prepare clear rule and framework for internal audit and inspection to address on-
going challenges and to distinguish the functions of monitoring entities in line with
RGC’s decision no. 772, dated 05 June 2019.
- Complete guiding principle of performance audit

Part 5: Supporting the successful and sustainable PFMRP implementation

111. In supporting the effective and sustainable implementation, part 5 focuses on three objectives: (1)
enhance leadership, managerial capacity, and reform willingness as well as enhancing ownership
and responsibilities, (2) enhance effectiveness of capacity building and incentive scheme, and (3)
strengthen the capacity development for implementing PFMRP phase 3.

Objective 51: enhancing leadership, managerial capacity, and reform willingness as well as
enhancing ownership and responsibilities

112. Preparing GDAP3/MAP3 and reporting annual progress indicate the involvement,
willingness and responsibility for the reform: 18 entities under MEF and 41 other LMs
technically discussed with GSC to identify reform activities. In addition, they also prepared
progress reports and submitted to GSC for consolidation and further quarterly and annual reporting
to PFMSC and DPs.

Objective 52: Enhancing efficiency of capacity building and incentive scheme
113. Relevant trainings and workshops were organized by entities under MEF and LMs: To

strengthen capacity of government officials, entities under MEF organized trainings related to
preparation and implementation of municipality/district administration budget, usage of

3¢ Due to health condition of consultant
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information technology, public procurement, FMIS utilization, training methodology, tax
regulations, public-private partnership, leadership, internal inventory management, and
performance budgeting. Also, LMs organized workshops to instill knowledge about state asset
management, PB implementation, and FMIS utilization.

114. Budget analysis is an important skill, identified in the BSRS 2018-2025: EFI organized budget
analysis course for 30 budget analysts, coaches and relevant officials of MEF.

115. Implement incentive regulatory framework for PFM working groups: PFMSC motivated PFM
working groups under MEF and LMs by implementing 5 legal regulations including (1) Prakas
No. 616 on determining principles, mechanism, procedure and monitoring for awarding incentive
to entities under MEF, (2) Prakas No. 351 of MEF on rule and procedures for awarding incentive
to PFM working groups in LMs, (3) circular No. 004 of MEF on implementing Prakas 616, (4)
circular No. 004 of MEF on paying non-tax revenue into PFMRP fund, and (5) decision No. 119
on using non-tax revenue to incentivize the implementation of PFMRP. On this basis, PFM working
groups in MEF and LMs received financial incentive year-round to implement their works.
Nonetheless, it is important to strengthen implementation of this incentive scheme to ensure its
effectiveness.

Objective 53: Strengthening capacity building for PFMRP implementation

116. Strengthen capacity related to PFM: EFI conducted three rounds of technical trainings in (1)
public financial management and economics, (2) budgeting, (3) state property management, (4)
public accounting, and (5) communication skills. Totally, 1059 officials were trained?’. The
training encountered some challenges such as (1) high drop-out rate, and (2) while training, the
trainees received new assignment that caused high absence, and led to ultimate dropout.

Way Forwards

»  Develop Strategic Capacity Development Plan in framework of PFMRP stage 4
* Develop the comprehensive PFMRP fund

2.2. MAP3 implementation

117. MAP progress reports of 41 LMs are classified into 5 institutions (1) economic service institutions
(11 LMs), (2) financial, foreign affairs and public services institutions (8 LMs), (3) defense,
security and public order institutions (5 LMs), (4) social affairs institutions (6 LMs), and (5)
supreme and independent institutions (11 LMs).

118. Based on the progress, the preparation of MAP3 became clearer, but remained reflective of daily
activities. MAP3 preparation should focus on the priority tasks and further strengthen its financial
system.

119. While the role of LMs is greater in PFMRP, the capacity of its entities needs further attention and
improvement that should be supported in active, proactive and interactive manners by financial
entity of the LMs. Additionally, LMs in the same sector should plan their activities more
complementarily so that the outcome of budget-policy linkage could be achieved. It is important to
set the priority actions for preparation and implementation at LMs in 2020, especially the priorities
to further promote and strengthen “budget policy linkage”, “financial accountability” and “revenue
collection management”.

120. Most of LMs achieved more than 85%, except General Secretariat of National Assembly who
achieved only 10% or 1/10 (planned activities). It should also acknowledge, however, that some
activities of LMs need to be further improved along the CAP.

37 Indicator in EU result framework is 1045 officials.




121. Essential progress of LMs in implementing PEMRP in 2019 is as follows
* LMs in charge of collecting non-tax revenue did use NRMIS. NRMI has been used for all
types of non-tax revenue except revenue related to leasing of economic land concessions,
and mining concessions.
* 10 additional LMs operationalized the FMIS while the system was developed readily for
17 other LMs™*
* Performance reports of program implementation by LMs were prepared, but the quality
needs to further improve, especially in analyzing performance and challenges
* BSP and PB working groups at LMs have been established but effectiveness of
implementation is limited.
* Procurement and advance petty cash plans of LMs were attached with 2020 budget
proposal. However, procurement plan of only 3 LMs summited late.
* Education Financial Management System (EFMS) of the MoEYS was operationalized at
all central entities and 25 provincial departments of education, youth and sport.
» User guidebook for using EFMS was developed by MoEYS.
122. Besides essential progress elaborated above, there were 3 priorities for LMs including (1)
strengthening efficiency of expenditure and revenue management, (2) expanding and
strengthening FMIS used by LMs, and (3) strengthening the BSP and PB implementation.

2.2.1. Strengthening Efficiency of Expenditure and Revenue Collection Management

123. 23 LMs are responsible for collecting non-
tax revenue. The non-tax revenue collection
is within +/-10% with annual increase of 5% to

DIAGRAM 5 : NON-TAX REVENUE COLLECTION  *Billion Riels

10%. The major sources of non-tax revenue are

from civil aviation, tourism activities, post and
telecommunication, and casino duty, and so on.

Diagram 5 indicated the three-times increase in

non-tax revenue collection between 2013 and

2019. Source : GDNT

124. To improve the efficient non-tax revenue collection, GDSPNR strengthened the non-tax revenue
administration by developing mechanism for collecting the non-tax revenue (e.g. establishment of
committee for monitoring and evaluation on non-tax revenue and regular monitoring on revenue
collection), by modernizing the Non-Tax Revenue Information Management System (NRIMS), by
modernizing the State Asset Register Management Information System, and by developing rules
and regulations and other measures.

125. NRMIS is an online system which is capable of managing the collection and recording of non-tax
revenue, managing the distribution and settlement of incentive, printing invoices/receipts,
transferring to the national budget, producing reports, automatically calculating and producing
documents related to settlement of incentive, and managing and maintaining data of contracts and
relevant documents etc. NRMIS phase 1 was operationalized in 23 LMs in 2018 and additional 18
capital/provincial line departments in the early 2020. In the next phase, MEF will explore the
development of E-Payment system.

126. Moreover, GDSPNR will cooperate with LMs to review all contracts of economic land concession
(ELC) in order to revise the contract in line with regulatory framework and leasing fee of the ELC.

127. Regarding expenditure execution, LMs highlighted effective expenditure and some challenges in
page 2. Under PFMRP, efforts have been made to use banking system for disbursement and recently
adding for mission allowance at LMs.

38 17 additional LMs have officially used FMIS in February 2020.




2.2.2. Expanding and strengthening the FMIS usage in LMs

128. FMIS was implemented the 1* phase in 2014 and 2" phase in 2017. Core modules and budget
classifications have been gradually incorporated in FMIS in accordance with its stage. Plan for
FMIS expansion are as follow:

* 2018: 10 LMs have officially used FMIS system including (1) MEF, (2) Ministry of
Education, Youth, and Sport, (3) Ministry of Health, (4) Ministry of Agriculture, Forestry
and Fisheries, (5) Ministry of Labor and Vocational Training, (6) Ministry of Women’s
Affair, (7) Ministry of Environment, (8) Ministry of Civil Service, (9) Ministry of Industry
and Handicraft, and (10) Ministry of Post and Telecommunication. Also, 12 budget entities
with full delegating authority officially used FMIS system.

« 2019: Additional 10 LMs and 25 capital/provincial departments of economy and finance
has officially used FMIS system. 10 LMs include (1) Ministry of Foreign Affair and
International Cooperation, (2) Ministry of Public Works and Transport, (3) Ministry of
Rural Development, (4) Ministry of Land Management, Urban Planning and Construction,
(5) Ministry of Tourism, (6) Ministry of Commerce, (7) Ministry of Water Resource and
Meteorology, (8) Ministry of Information, (9) Sate Secretariat of Civil Aviation and (10)
Ministry of Social Affairs, Veterans and Youth Rehabilitation.

* 2020: Additional 17 LMs including (1) General Secretariat of National Assembly, (2)
General Secretariat of Senate, (3) Ministry of Royal Palace, (4) Constitutional Council of
Cambodia, (5) Council of Ministers, (6) Council for the Development of Cambodia, (7)
Ministry of Interior, (8) Ministry of National Defense, (9) Ministry of National Assembly-
Senate Relations and Inspection, (10) Ministry of Mines and Energy, (11) Ministry of Cult
and Religion, (12) Ministry of Culture and Fine Arts, (13) Ministry of Planning, (14)
National Audit Authority, (15) Anti-Corruption Unit, (16) Ministry of Justice, and (17)
National Election Committee implemented FMIS system. Meanwhile, 13 budget entities
with full delegating authority officially used FMIS system. Two additional modules
(budget preparation and procurement & contract management) will be piloted in MEF and
another one LM in 2021.

129. LMs operationalized 4 modules including BA, PO, AP, and AR. According to survey from FMIS
users, FMIS system is slowly processing in uploading tables particularly in procurement tasks. The
report producing has not sufficiently met users’ requirements yet.*

130. FMIS phase 2 implementation has encountered some challenges that require much attention in
some areas including strengthening accuracy and quality of FMIS usage (budget execution report
generated from FMIS system), the movement of users’ location, change of users’ name, and the
limited capacity of FMIS users in public financial management.

2.2.3. Strengthening BSP and PB Implementation

131. In framework of budget system reform, BSP is a bottom-up approach (3-year rolling plan)
that LMs have to annually prepare by linking policy priorities of LMs to sector and national
development policies. BSP is prepared based on policy objectives and programs, describing
objective content and rationality, source of fund, KPIs, performance target, timeframe and budget
requirements. BSP has to be based on budget ceiling set in MTBF. BSP also highlights the recurrent
and capital budgets using for the fiscal year N+1, and the next two years. Moreover, BSP also
serves as the basis for preparing and allocating annual budget to priority targets, and as a tool for
integrating recurrent and capital budgets as well as domestic and external resources. LMs have to
implement along the BSP circular, prepared by MEF.

132. In term of PB implementation, BSP is rolled out to enhance the budget-policy linkages, program
structure revision, and performance indicators/programs results ensuring the program ownership

3% According to FMWG response, the requirements for reports from FMIS system by LMs and capital/provincial departments of economy and
finance are varied. The FMWG has gathered the requirements and prepared for report development in advance.




133.

134.

2.3.

and linking the resources to implementation and performance accountability. Budget entity has
been established to promote transparency, accountability, and efficiency of public financial
management through strengthening functions, roles, and responsibility at implementation level. In
2018, 866 budget entities were established in which some budget entities of LMs, Administrative
Public Enterprises and capital/provincial line departments have become budget entities with
delegating authority. It is remarkable that in the beginning of PB implementation, 17 LMs among
38 have executed budget less than 90% of budget law, but it is improved in 2018, only 2 LMs
executed below 90%, and other 32 LMs executed up to 95% of budget law. In 2019, there were
912 budget entities, of which 664 were delegating authorities and 248 were normal budget entities.
308 budget entities were at central level, of which 40 were delegating authorities and 248 were
normal. 604 budget entities were at local level, and all are delegating authorities.

Budget-policy linkage is operationalized through rolling out PB in both national and sub-
national administrations. However, the linkage is limited due to (1) LMs in same sector are
difficult to develop interlinkage policies coupled with indicator and target setting especially the
coordination, (2) the integration of recurrent and capital budgets, and (3) setting policy objectives,
institutional and program structures and KPIs.

To improve quality of BSP and PB, there should be a clear plan participated in formulation by
relevant entities and a training plan which the trainers should be from MEF. budget planning in
each BSP has to be detail while the BSP working group should have clear term of references.

Comments by Development Partners on FMIS and BSP-PB Coherence

2.3.1. FMIS

135.

136.

In PFMRP, FMIS plays central role in facilitating financial transaction while controlling

expenditure in policy implementation. Since its full operationalization in MEF and provincial

treasuries in 2017, FMIS has been rolled out to broader user base and its data center has been

upgraded to be capable of integrating with commercial banks and revenue recording systems of

MEF (e.g. NRIMS). In line with expanded coverage and technological sophistication, FMIS

implementation has been focused on streamlining business process and guiding change

management so that operationalization of the system enables fund to flow to front line services

delivery units. The World Bank found that:

* Even though FMIS has been configured with existing process, payment processing continues
to experience delays.

* Transactions in FMIS is low because at central level, the system is mainly used for drawing
out advances from treasuries which are then process offline.

*  Provision of change management is inadequate in term of regular activities to meet, motivate
and strengthen capacity of FMIS users.

* Limited attention is dedicated to safeguard FMIS business process and role of stakeholders (e.g.
Auditor and GSC) in the intervention is not fully organized.

In light of these findings, WB puts forward recommendation to:

* Improve the business process by seeking MEF to lead in modeling;

»  Strengthen buy-in from LMs by improving work practices between MEF and LMs;

» Reinforce M&E for business process streamlining;

*  Conduct change impact assessment and change management action plan; and

*  Create enabling environment for credible contribution.

2.3.2. BSP-PB coherence

137.

Responding to MEF’s request for reviewing BSP-PB coherence, the European Commission in
Cambodia provided technical assistance to conduct the review in 8 LMs, including (1) MEF, (2)
Ministry of Education, Youth and Sport, (3) Ministry of Public Works and Transport, (4) Ministry
of Interior (administration), (5) Ministry of Social Affairs, Veterans and Youth Rehabilitation, (6)
Ministry of Agriculture, Forestry and Fisheries, (7) Ministry of Rural Development and (8)
Ministry of Health.




138. Planning and budgeting are important government’s functions that in Cambodia. BSP has been
used as a tool for LMs to structure development programs/sub-programs and reflect budgetary plan
to implement their sectoral activities. Most of the BSPs in the EU’s assessment exercise consist of
logical linkage between national/sectoral policy and LMs’ mission/development program. Also,
they all include performance frameworks, disaggregated down to sub-programs with indication of
budget requirement. As PFM progresses, BSP needs to further improve to enable complementary
planning and budgeting.

139. On this basis, the report highlights four areas for improving BSP:

* BSP content could be enriched with analytical substances that allow readers to compare
planned and actual progress, to recognize underlying factor of challenges, and to justify new
financial requirement.

*  BSP performance frameworks miss out much information, including baseline of indicators,
means of calculation/methodology, means of verification and target for years n+2 and n+3,
which are key to build more logical relationship between policy, performance and results.

* BSP has not been used to its full potential as a medium term planning tool because capital
investment budget functions outside the annual budget process. Effort to integrate recurrent
and capital budgeting process is made into PIM strategy, but it is too early to materialize.

* BSP operational value could be increased if annual budget hearing and discussion reinforce
compliance with the BSRS’s complementary medium term planning process that, using top-
down approach, MTBF sets “baseline ceiling” while, using bottom-up approach, BSP translates
national/sector strategic plans into budgetary plans.

140. In order to turn the suggested improvement into practical actions, the EU points out some
recommendations as follow:

*  BSP circular should be revised to require LMs to provide more analysis on how achievement
is assessed, why challenge is identified but not addressed, and how to distinguish and justify
new financial requirement.

* BSP template for performance framework should be revised while draft PIB guideline should
be disseminated to guide LMs, through capacity development programs, to improve
performance indicators and develop information system to support recording, monitoring,
analysis and reporting of performance framework.

*  While preparing BSP, LMs should be required to integrate capital investment budget as a
separate section or as a cross-cutting projects that are linked to budget programs through a
capital investment sub-program, or to sub-program through a cluster of activities.

*  Annual budgeting process should be reorganized to introduce formal MTBF/BSP hearings that
allow discussion to set ceiling for annual budget preparation and to finalize BSP with clear
indication on (i) the amount necessary to continue ongoing activities and programs, (ii)
proposals and costing for new policy initiatives, (iii) the amount necessary to finance ongoing
public investment projects, and (iv) proposal and costing of new public investment projects.

I11. Challenges and Suggestions

141. Implementation of PFMRP stage 3 is expected to be finished by 2020. Therefore, completing
remaining tasks and solving issues in 2019 are important and urgent in order to be the basis for
stepping toward the stage 4. The challenges and suggestions for implementing in 2020 are

summarized as follows:




Part 1 “Further Strengthened Budget Credibility”

1. NRMIS is not fully implemented yet for some
types of non-tax revenue including economic
concessional land leasing in charged by
Ministry of Agriculture, Forestry and
Fisheries, and mining concessions in charged
by Ministry of Mines and Energy.

Accelerating the ownership titles preparation
for state property will help in enhancing the
efficient management of state property and
non-tax revenue. However, the ownership
titles are not yet fully completed especially at
subnational administrations.

Suggest GDSPNR to collaborate with relevant LMs
to solve this issue, aimed at promoting the full
implementation of NRMIS.

= Suggest GDSPNR to collaborate with the
Ministry of Land Management, Urban Planning
and Construction to study on this issue in order
to push the ownership titles preparation.
Suggest the Ministry of Land Management,
Urban Planning and Construction to collaborate
with LMs to form up a plan with specific
timeframe and put in MAP.

Part 2 “Further Strengthened Financial Accountability”

3. The FMIS system has not yet been able to
produce the report as needed by the
Capital/Provincial Departments of Economy
and Finance. The revenue-expenditure report
format generated from FMIS system differs
from the format required by GDB for quarterly,
semi-annual and annual report preparation.

4. All 7 budget classifications have been
implemented in FMIS system, but the quality
of data on geographical and functional
classifications has not met user requirement yet.

5. Interface of IT system

e FMIS and Payroll System of
Ministry of Civil Service

FMIS and EFMS of Ministry of
Education, Youth and Sport
FMIS and Tax System

Tax System and ASYCUDA

Part 3 “Policy-Budget Linkages”

6. Efficiency of budget execution is still limited.
The expenditures are accumulated in 4
quarter of each year due to some factors
including: (1) ability of budget entities, (2)
commitment procedure, (3) public investment
project is commenced to implement in end of
2 quarter and early 3™ quarter.
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Suggest FMWG to develop formats for monthly,
quarterly, semi-annual and annual report
preparation in the FMIS system as required by
Capital/Provincial Departments of Economy and
Finance in order to reduce the manual work.

Suggest relevant entities to push this task. In
case of TA need, GSC will discuss with DPs.
This issue should be completely solved in 2020
before implementing FMIS system in stage 3.

Suggest relevant entities to study and prepare
for interface of IT system, and the interface
should be completed by 2020. Additionally, the
ICT is being widely used in managing revenue-
expenditure collection, so policy/strategy/
master plan for ICT is very essential to ensure
the interlinkage, economy and sustainability.

Budget entities at some LMs were established but
no authorization as stipulated in Prakas and
guideline on PB implementation. Suggest financial
entity of LMs to coordinate with budget entities
while to develop medium-term plan for capacity
building in order to complete the budget entity
criteria. This task should be incorporated in MAP.




7. The policy-budget linkage is through rolling
out the PB at both national and subnational
administrations. However, the linkage is
limited due to some factors including (1) LMs
at same sector are difficult to make
interlinkage policy and to set indicators and
targets especially in the coordination, (2) the
integration of current and capital expenditure,
and (3) the setting of policy objectives,
institutional and program structure and KPIs.

In primary stage, GSC suggests to organize a
workshop to share experiences of 10 LMs which
commenced to implement full-fledge program
budgeting in 2015. The sharing experience should
include  preparation, implementation,
monitoring and evaluation in both finance and
performance as well as the challenges and solutions.

and

This workshop is intended to share experiences on
PB implementation for LMs in order as the basis for
strengthening  implementation
coordination.

and internal

Part S “Supporting the successful and sustainable PFMRP implementation”

The RGC launched the priority strategies
aimed at supporting PFMRP implementation.
Therefore, developing Strategic Capacity
Development Plan in framework of PFMRP
stage 4 should reflect the needs of each
strategy, priority courses, management
mechanism and training quality. This task
requires the collaboration with relevant entities
under MEF and DPs.

Suggest to

mechanism

strengthen the coordinating
on implementing  Strategic
Capacity Development Plan in framework of
PFMREP stage 3

Suggest to consider and prioritize training
programs

Suggest to develop certificate program
Suggest EFI to study and analyze the needs
and supports of capacity building in order to
push for efficient and effective implementing
strategy/action plan.

Suggest EFI to organize training via online

Negative Impact of Achievement Lately than Plan

9. Legal paper preparation and endorsement, taken
longer time than expectation, can affect to reform
actions and the cooperation with DPs as well.
The legal documents include:

Draft Public Financial Law

Draft law on Non Tax Revenue

Management, draft law on Trade Game
Management, draft law on Public-Private
Partnership Mechanism, and draft law on
State Property Management and Utilization.
Guiding principle of Preparing Performance
Budgeting

Developing two modules (Budget
Preparation and Procurement & Contract
Management) slower than schedule can
affect to the pilot time and the EU result
framework as well.
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Suggest the relevant entities to pay further
attention and push these tasks (legal paper and
technical works), avoiding the effect to reform
actions or the efficiency of implementing other
reform programs.




The 3 Plus 1 Cross-Cutting Reform Programs

10. While the reform is getting deeper, 3 plus 1
reforms (Public Finance, Public
Administration, D&D, and Rule and Justice
System) play important role to push the
interlinkage tasks. Actually, there is no
common approach for 3 plus 1 reforms
agenda (e.g. non tax revenue management,
bonus sharing, Functional delegation from
national to subnational, revenue management
at one window service, institutional and
program structure linkage, functional analysis
at LMs, and so on).

11. Overlap of functions and duties of internal

audit and inspection

Coordination

12. The quality of preparing and defining action
plan, key performance indicator and targets of
LMs (MAPs) (Ex: the increase of the budget
entities with full delegating authority,
delegating authority to budget entity,
strengthening BSP and PB quality, assessing
budget entity criteria to fill the gaps) is still
limited and not fully aligned with CAP3
framework.

IV. Conclusion

Support the implementation of National
Program on Public Administration Reform
2020-2030 expected to be launched in the
forthcoming time.

Develop the vision and strategy of 3 plus 1
reforms for 10 years in line with the decision
made by H.E. Dr. DPM on 12 March 2020.
Organize dissemination workshop on sub
decree N25 ANKr. BK dated 09 March 2020
on revenue management of one window
service entity of capital/provincial
administrations along the decision made by
H.E. Dr. DPM on 09 March 2020.

Suggest relevant entity to push the formulation
of Framework and Rule of Inspection and
Internal Audit System

Suggest the strengthen of coordination
between GSC, MEF entities, and LMs on the
formulation and defining of action plan, key
performance indicators and target for LMs
(MAP3)

Suggest the relevant MEF entities to push the
implementation of reform action plan and to
monitor the progress with GSC (Ex: the
efficiency of budget entity and the quality of
BSP and PB.

142. The RGC in sixth legislature further focused on priority objectives of PFMRP. After adopting the
BSRS 2018-2025 and its detailed action plan, the RGC has formulated and launched RMS 2019-2023,
PIMSRS 2019-2025, SNBSRS 2019-2025, and the PPSRS 2019-2025 whereas their detailed action
plans have been approved in PFMRC meeting on 16 March 2020. Each strategy, setting clear
objectives and targets, will direct reform actions in medium term. In addition, by directly developing

above strategies, general departments in charged will ensure the reform ownership.
143. Following is the summary of the four strategies:
= Revenue Mobilization Strategy 2019-2023: Modernization of tax and non-tax revenue policies
and administration is to ensure efficient and effective revenue collection, to improve investment
environment and direction, to strengthen competitiveness and to promote national economic

diversification. The strategic objectives are to achieve the increase of recurrent revenue collection

by at least 0.3 percentage point of GDP per annum and to improve and promote quality of services
and productivity of all type of services in tax and non-tax revenue administrations. The strategic

preparation approach focuses on (1) ensuring sustainable economic growth, (2) maintaining
revenue sustainability at optimal level, (3) ensuring fairness in the implementation of tax and non-
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144.

145.

146.

tax policies as well as the revenue collection and (4) ensuring social equity in contributing to ease
tax burden for low-income people and enhance people’s welfare and protect the environment.

*  Public Procurement Reform Strategy 2019-2025: the strategy focuses on increasing threshold
for making decision in procurement implementation to procuring entities. The increasing is based
on the evaluation results of the procurement implementation by procuring entities which shall
begin in the first phase in 2019, the second phase in 2022, and the third phase in 2025 when there
is a clear accountability. Concerning procurement decentralization, MEF will transfer
procurement functions (officials who have procurement skill) to budget controller team attached
to LMs while strengthening reporting mechanism as well as procurement audit and sanctions.

* Budget System Reform Strategy for Sub-National Administration 2019-2025: The strategy
sets clear direction and timeframe with reform action plan consistent with national budget system,
and applying simple, flexible, transparent, and accountable approach that is fit for actual situation
and capacity of subnational administrations.

= Public Investment Management System Reform Strategy 2019-2025: The RGC has to develop
a national public investment management system which ensures the responsiveness, efficiency,
effectiveness, transparency, accountability, and in accordance with international context and best
practice, and sustainably strengthens capacity of allocating and using public resources in line with
international best practice and Cambodian actual context. It is aimed at contributing to accelerate
economic diversification and to strengthen competitiveness, the basis to sustainably and
inclusively ensure high economic growth toward the milestone of Cambodian vision in 2030 and
2050.

Strengthening the efficiency of expenditure and revenue collection, extending and strengthening FMIS
implementation at LMs, and strengthening the BSP and PB implementation encounter challenges in
coordinating at both organizational level and technical level that need for further strengthening and
monitoring implementation in 2020.
The Strategic Capacity Development Plan in framework of PFMRP stage 4 contributes and plays
important roles to strengthen capacity of government officials. However, there is a need to consider
and prioritize training programs, to strengthen coordinating mechanism, and to create certificate
program.
Based on these results, PFMRP is on the right track and has been adopted with realistic and applicable
approach that leads subsequently to delivering actual results in each stage. In overall, through the
emerged progress, we can conclude that budget system is more reliable and becomes essential tool for
supporting, and boosting social and economic development; the pre-requisites are adequate for
ensuring financial accountability. PB framework, the important tool for budget-policy linkages, is
clearer; the capacity of government officials is gradually strengthened; and the awareness of PFMRP
is promoted. The basis of budget system, therefore, is being built toward the performance
accountability.



Public Financial Management Reform Program

In the PFMRP stage 3, PFM Reform Steering Committee, an operational arm of the RGC, has set three
priority objectives including (1) strengthening management and implementation of expenditure and
revenue collection, (2) strengthening and extending FMIS system and (3) strengthening and expanding PB.

To achieve the above three priority objectives, the RGC in sixth legislature has launched «Budget System
Reform Strategy 2018-2025» with its detail action plan, the core of PFMRP, «Revenue Mobilization
Strategy 2019-2023», «Public Investment Management System Reform Strategy 2019-2025»,
«Budget System Reform Strategy for Sub-National Administration 2019-2025», and «Public
Procurement System Reform Strategy 2019-2025».

Based on 2019 progress of implementing PRMRP stage 3, PFM Reform Steering Committee concludes

as follows:

1. Budget credibility has been essentially achieved, but there is a need to strengthen efficiency of
expenditure and revenue management especially non-tax revenue.

2. Accountable system has been developing through implementing FMIS phase 1 and phase 2, but
FMIS elements need to be further strengthened.

3. Strengthening and expanding PB implementation is a basis to prepare and determine the change
of budget system. PB is a tool for budget-policy linkages.

4. Budget System Reform Strategy 2018-2025 is a core element to determine the direction of
performance accountability, the last objective of PFMRP.

5. Incentive scheme will become a tool for pushing institutionalization along PFMRP while the

human resource development has been gradually promoting through implementing SCDP stage.
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